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Th|s annual report refers to non-GAAP net income, non-GAAP research and development expenses and non-GAAP selling, general and admrnrsﬂﬁhve
expenses; which are non-GAAP financial measures. These non-GAAP measures are not prepared m aceordance with generally accepted accolting
principles. A reconciliation of non-GAAP financiat measures to the most directly comparable GAAP measures and a discussion of why the Confpany
believes lhese nion-GAAP measafes are useful to investors and the additional purposés for which management uses these reasures is availaffs on
the “Investors” section of the Millanniura corporate website at www.millennium.com. i
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Tms annual report comding “fomard-looklng statements,” including staternents ahgut the Comypany's growth, future operanng results, discgbery
and development of products strateglc alhances and 1nlellectua] property. Vanous amponant tisks fay cause the Companys actual results ln ditfer

programs; failure to obtain patent protection fur its dISCOVEI’IES cnmmerc:al }lmltahons imposed by patents owned or Goatrolled by third
the Company’s dependence upan strategic alliance partners to develop and commertialize products and services based on the Company’s Rork;
difficutties or delays in abtaiing requiatory approvals to market products and services resulting from the Company’s devefopment efforts; proguct
withdrawals; competitive factors; difficutties or delays in manufacturing the Company's praducts; gavernment and third party reimburserment rates
commercial success of VELCADE and INTEGRILIN®{eptifibatide) Injection; achieving revenue consistent with intarmal forecasts; and the requ
for substeint;al l‘unchng to conduct research and: development and to expand commercuahzahon acnvmes For a further fist and descnpnon
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DEAR PATIENTS, CAREGIVERS, SHAREHOLDERS AND COLLEAGUES:

,,,,,

lennium was founded nearly 1'5§Téar§ @ a5 4 ven! um*basﬁéé}ﬁfﬁﬁt pwith a
.g‘énomics technology platform. Today, we have transformed inte one of a handful
“of fully integrated biopharmaceutical companies with a market-leading drug,
*“ robust pipeline and solid financial profile that positions the Company for long-term
sustainable growth. This gives us many reasons to celebrate.

VELCADE is the key growth driver of the Company. In 2007, U.S. net sales of
VELCADE increased by 20 percent to $265 million driven by growth in the U.S. Food
and Drug Administration (FDA}-approved indications of relapsed multiple myeloma
{MM) and mantie cell lymphoma {MCL), which are difficult to treat blood cancers.
Worldwide sales of VELCADE were nearly $800 million with the potential to reach
more than $1 hillionin the near future as we plan to expand use by treating patients
- with newly diagnosed MM. We expect that the approval of VELCADE for newly
- diagnosed MM patients will be the next major catalyst for our Company.

The benefits of VELCADE for people with newly diagnosed MM were demonstrated
wuring the second half of the year with the presentation of significant, well-
tantiated clinical data. In September, an independent data manitoring
immittee stopped the Phase Il VISTA* trial in patients with newly diagnosed
two years ahead of schedule due to significant improvement in the VELCADE
Jacross all efficacy measures, including survival. At the American Society of
ematology annual meeting in December, these results were presented along with

ranted this sNDA priority review and we anticipate approvat in June 2008.
pansion to include newly diagnosed patients would double the number of
s, who can benefit from VELCADE.

Giiii&al trials, VELCADE has been shgii
i PE&GHG%Q. oncology to cadCReREe
kFall, the FDA approved {iieRISe of VELGABHE s
Wi patients with impaired kidrey function. Impaired kidney function

development afVELCADE, thie firstai keted prateasome inhibiior

year, the Company advanced into devefopment two Millennium discovered novel
molecules that requlate different targets in the protein homeostasis pathway. Due to
outstanding pre-clinical and process development work, we filed an investigational
new drug (IND) application six months ahead of schedule for MLN4924, one of the
two novel molecules. Phase | clinical trials are expected to start in the first half of
2008. We also advanced the other molecule from discovery into development, a
second generation proteasome inhibitor, MLN2238. This molecule demonstrates
broader activity than VELCADE in pre-clinical models and is being developed for
both oral and intravenous routes of administration; thereby expanding the potential

clinical utility of proteasome inhibitors.

In inflammatory bowel disease (IBD), our late-stage drug candidate, MLNOOO2,
is approaching registration-enabling Phase Ill clinical trials in ulcerative colitis
and Crohn’s disease. MLNOOO2 offers the potential to significantly advance the
treatment of patients with moderate to severe disease, who have failed initial
therapy. This is an estimated 1.4 million patients worldwide. We are preparing to
start global Phase Ill clinical trials in late 2008 or early 2009.

Millennium was founded on partnerships that complemented its internal growth.
This remains a key focus of the Company. We aggressively are exploring in-licensing,
acquisition and partnership opportunities. In a very competitive environment, we
are disciplgined to pursue only those assets that will enhance shareholder value,

Without a doubt, 2007 was a remarkable year for our patients, caregivers,
shareholders and colteagues. | would like to recognize the persistence and
teamwork of our extraordinarity talented employees, who remain passionate about
bringing our vision to life by delivering the best possible therapies to patients as
quickly and safely as possible.

We have begun 2008 in the stroNGES)
course of the year, we remain firmly ¢4
superior patient care as we deliver
everywhere.
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aswe work to move muitiple myeloma from an incurable disease to a chronic

condition for many |patients. Today, patients have many options that were
unavailable just a few short years ago. VELCADE is one of those therapies
that has transformed the treatment landscape by offering patients a survival
benefit. From my perspeetive, nothing is more gratifying than being able to
y patients manage their disease; thereby giving them mare time to
& experience what life has to offer. This is why | went into the field

of oncology.

Advancing the field of multiple myeloma is an uncertain and arduous process
that will continue until we find a cure, Until then, my goal is to give my
patients the best chance to increase their long-term survival and provide
the best quality of life possible. | measure success by the ability to drive
my patients’ cancer into a complete remission {CR). A CR is considered a
surrogate endpoint for survival. VELCADE has delivered among the highest
CR rates reported in numerous clinical trials and is easily combinable with
all of the drugs | use to treat multiple myeloma. | use it as a basis of therapy

because it enhances drug combinations.

Finding a cure requires leadership and collaboration among academic
researchers, patients and the biopharmaceutical industry. What impresses
me is the Millennium leadership in answering important clinical questions
regarding optimal treatment for patients. What are the best combinations of
drugs? How can we achieve the highest CR rates that translate into overall

survival? How can we provide the patient with a better quality of life?

These questions only can be answered through rigorous clinicaf trials that
test each hypothesis with the goal of advancing treatment of the disease. |
am proud to be a part of the many clinical trials of VELCADE based therapies.
Our work is not done, but we certainly are making progress. Most importantly,
this vital work is producing the answers to some of our most challenging

questions.
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three fabulous grandchildren, a dedicated wife, daughter and owner of a
miniature schnauzer named Tenchi, there’s a lot to keep me busy.

For many years, | worked in the emergency room at Brigham & Women’s
ospital in Boston. It was nine years ago, but the memory is still clear. |

- REXBEEeNC ,sb_c@s of breath from a brief walk to the hospital
ik Ong with me.

i [t out. My primary care physician

SHeIiCRRE AR DR close friends.
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AS A MOTHER OF FIVE GORGEOUS CHILDREN, ~ -

Last December, Dr. Lonial started my VELCADE treatments. Initially, it was a bit
tough. | experienced bouts of nausea and diarrhea; however, after only three
cycles, the drug has reduced my myeloma cells by 80 percent. | am feeling
better and able to do my favorite activities — especially walking Tenchi.

Cancer goes after anyone no matter who you are. The most important thing is
quality of life, since that's what motivates me. | adore spending time with my
husband, children and grandchildren. Even though this is a bad disease, t only
focus on living. That is the most important part!

| am fortunate to have watched my youngest son get married and | witnessed
the birth of a grandchild. Now | can even be a par of their growing up. In the
future, | would love to travel internationally and see new places, but for now
I am thankful to get up every morning, put one foot in front of the other and
spend time with my family.

| have a strong faith and am encouraged by all the new therapies that are
being developed each day. If | have to have this disease, | am at the right time
in history because of the options open for me.

i NN TEIIEL W= RV P Tinle myeloma. Results and side effects may vary for each patient.



“Several Phase Ill clinical trials of bortezomib based
,ﬁerapy recently were presented at the American Society of
Hematology annual meeting and broadly acknowledged for
' their unprecedented success. The results should soor

provide a significant advantage for newly diagnosec
patients with multiple myeloma worldwide.’
Paur RICHARDSON, M.D

DANA-FARBER CANC L:R INSTITUTE

Photegraph; - Paul Richardson, M. 0., Dana- Fafber Cancer Instiute;

ncer institute




lT IS ALL ABOUT THE PATIIENTS.

In my view, the key to successful clinical research is always
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WE ALL WANT TO THINK THAT IT \VO\' T HAPI r\l TO US

prialdrainer three days a week. My
. didﬁ’t prevent me from facing the
fe with cancer. ‘

3w
JVhey ﬂ m“gs- diagnosed, VELG
aigents {r d’iéileﬁ I think of the ¥
: fegvurfamllyand ho

Wk biopsy, + was diagnosed with
& except that to me cancer was 4 C03
A A% wife: started researching multiple 4
TUEETE AR W b3 & a highly regarded imultipI:E;

MEEE R o T l ¥ €eviewing my test results,
‘ llment through several very trymg
pr il SR P R IG El E stem cell transplant W|th Ve
o the stem cell transplant
; S ieR. Atter it failed, | was put bad

eVl e iR fotein levels quickly wént ba
CRETEL R o el -myeloma cells to ZERD. | w3

VELCADE is indicated for the treatment of patients with multiple mysloma or mantle ¢ell
lymphoma, who have received at least one prior therapy.

VELCADE is a proteaseme inhibitor. Proteasomes, which are inside all human cslis, braak
down the proteins in both cancerous and healthy cells. VELCADE essentially blocks éhe
action of the proteasome and inhibits the life cycle of the cell. This interferes with the
growth and survival of cells. Studies show that VELCADE affects cancer cells more than
it does healthy cells.

SR NV oG Nk B mily throughalloithisimise@:
RIS RN G ects that left me in pain, wilh
¢ el BREF A g . | felt like | was sucking tho§

¢y e e e M 2T o2
guy, who took care of oth g In January 2008, the FDA granted priority review for VELCADE in patients with newly
I AT U S (P Lol B (I (S ‘ diagnosed multiple myeloma. The sNDA submitted to the FDA for this indication included
data from the Phase Il VISTA study, a large, well-controlled international clinical trial,
comparing a VELCADE based regimen to a traditional standard of care. This trial was
conducted with our co-development partner, Johnson
& Johnson Pharmaceutical Research & Development,

L.L.C. (J&JPRD).

f NODC 63020-043-01
Vv e ey e it as crazy before, but Ilcanﬁ

BUE

VELCADE’
{bortezamib tor ljecsin VELCADE is the first oncology drug marketed

H and promoted by Miflennium. The rapid clinical
/ development of VELCADE — with FDA
approval granted less than five years after
initiation of the first clinical trial — reflects
our commitment to novel treaiments
omames ) for cancer patients and our success in
accelerating development timalines.
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VELCADE 2007
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MLN4924

MLN4924 is a molecule inhibiting an entirely novel target — Nedd-8 Activating
Enzyme. It inhibits proteins engaged in regulation of cancer cell growth and survival.
It has demonstrated significant tumer regression in multiple pre-clinical models,
inctuding cotorectal cancer and several lymphoma models. An IND application was
accepted by the FDA in January 2008 and a Phase | trial staet is expected in the first
half of 2008. The molecule offers the potential to he administered oraily as well as
intravenously,

LEADERS IN DRUG DISCOVERY

MLNOOO?2
‘}'.‘-"-—mj .‘b“ *‘ N
& . N . *

MLNOGO s the most advanced product cand ate in the Company’s p ellne it
is an w4f¥antibody that has a unique mech
migration. Qﬁnf}ammalory cells into the gut. M@OOM is being studied in'patients

with modétate to severe inflammatory bowel dlsease (18D}, spec:lflcallyeﬂdlceratwe
colitis and Crohn’s disease. Current IBD therapies helf: only a minority of patlents anﬁ?

oftén are accompanied by unwanted side effects.iBased gn the. sgpcess o4 theaPhase
It clinical frials, the Company plans to initiate a global Phase il E@;@_' n- enabllng
program inlate 2008 or earfy 2009. ‘ . :

In eariy 2008, Millennium announced the advancement of M'~N61‘2§ ﬁ“mm dlscovery
into the development pipeline, MLN3126 |saselecilveranjag stofcggg achemokine
receptor, thought to be important in mﬂammatoryﬁ'ﬁorders of-hie gasfrointestinal
tract, This orally active molecufe is expected to enter Phase’| Teitnical tridls in-early
2009, The advancement of MLN3126 expands the Company's IBD- ”f’fanchlse an

important therapeutic area for Mitlennium.
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MIN2258

MLN2238, asecond generation proteasome inhibitor, was advanced to the development
pipeline in December 2007. In pre-clinical models, MLN2238 showed superior activity
relative to VELCADE and activity in VELCADE refractory models. MLN2238 has potential
in a broad set of hematological and solid tumaors. This molecule will move forward in
both oral and intravenous routes of administration.

Millennium expects an IND filing in late 2008.

MLNBOS4/MINS2Z7 4 |
} S

dmur_ora A Kinase inhibitor program; MLN8054 we have
'ﬁ‘}%ﬂ in humans, based on the ewdenFe of mitotic arrest

Ve"also are evaluating target and pamway hiomarkers in
es from paLterﬂs in paralie! clinical trials; With oun secoridt generation
Eﬁ’é237 4we are exmormg whether the compound s greater potency and

|mstered novel compounds inhibiting the actlwty of AUrora A, wh;ch is an
¢ O cANGer causing gene. |
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TEAMVORK. INGENUETY AND PASSION FOR INNOVATION

personify the appr]oaeh to drug discavery and devélggment. We deliver results Continui:ng to bring new molecules forward inte development is a top priority
with a sense of urgency due to our beliefin the poteriial value of our molecules  for Millennium Research and Development teams. Every new drug candidate
for patients and the Company. offers us the chance to improve therapy as well as impact patients’ {ives.

} As scientists and drug develapers, we all are proud of our contributions ai

A key to our effectiveness is an integrated approach at all stages of dru . - . . .
y f |{ ness Is an nteg ppioa g drug Millennium. Qur passion for finding potential cures for diseases coupled with

development. The transition of a candidate from dreg discovery to ¢linical L A .

a culture of excellence distinguishes Millennium from other companies.
development involves the integration of both erganizations and the science

drives our methodelogy. In Development, we recognize that the challenges

encountered impact many functions, We operate with core teams, including

Clinical, Regulato|ry, Non-Clinical, Pharmaceutical Sciences, Finance and

Discovery representatives. Scientific rigor and cross-functional excellence

results in effective execution.

CLINICAL PIPELINE EARLY 2008
Preclin Phasel| Phasell Phaselll Market

VELCADE (multiple myeloma)
(NHL mantle cell lymphoma)
(NHL follicular)

(other tumors)
MLNO518 (glioma, AML) ;
MLN8054/8237 (advanced malignancies) |}
MLN4924 (advanced malignancies) ]
MLN2238 (advanced malignancies) ONCOLOGY
MLN0002 (UC, Crohn's) F
MLN3126 Crohns) R IBD'
MLN1202 (atherosclerosis) —
MLN3897/3701* (chronic inflammatory diseases) ¢
MLN0415* ra,ms corD) OTHER
MLN6095 * (asthma, allergic rhinitis) INFLAMMATION

* Collaberation program with sanofi-aventis
t Inflammatory Bowel Disease

. 24 +




2008 FINANCIAL GUIDANCE

Milleanium is focused on three strategic drivers: maximizing the VELCADE
oppertunity, di¥ing its innovative pipeline to market and:delivering sustainable
eamings grov@p The 2008 financial guidance is as follows

W VELCADE U'é net sales are expected to increase 20 1o 30 percent to $320
million to $~3,45 millien, +

B Royalties ar& expected to be in the range of $175 m|ll|on to $185 million.

8 Non-GAAP R&D and non-GAAP SG&A expenses are expected te total
approximately $450 million (corresponding GAAP R&D and SG&A EXpEnses,
which inclt@e stecksbased compensation expense, are expected to total
approximaiely $486 million). (Please see the following pages for more
reconcifin, mforma:'r

B Non-GAAP i incanie isaexpected to be in the range of $80 million to $95

million.

W GAAP net fﬁiame is expected to be in the range of $10 million to $25
million. :
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[TEM 1. BUSINESS

Overview

We are an innovation-driven biopharmaceutical company focused on discovering,
developing and commercializing medicines to improve the lives of patients
with cancer, inflammatory bowel diseases and other inflammatory diseases.
We currently commercialize VELCADE® (bortezomib) for Injection, the global
market leader for the treatment of patients with multiple myeloma who have
received at least one prior therapy and the United States market leader for
the treatment of Mantle Cell Lymphoma, or MCL, patients who have received
at least one prior therapy. We are also awaiting a decision from the Food and
Drug Administration, or FDA, regarding our application to market VELCADE
for patients with newly diagnosed multiple myeloma. We have a development
pipeline of clinical and preclinical product candidates in our therapeutic focus
areas of cancer and inflammatory diseases. We have an oncology-focused drug
discovery organization. Strategic business relationships are a key component
of our business to maximize the global potential of our products and product
candidates.

VELCADE was first approved in the United States in May 2003 and in the European
Union in Aprit 2004 for marketing as a treatment for some types of patients with
multiple myeloma, a type of blood cancer. In December 20086, the FDA granted
us approval to market VELCADE in the United States for the treatment of some
types of patients with MCL, an aggressive subtype of non-Hodgkin's Lymphoma,
or NHL. We began marketing VELCADE in the United States shortly after receiving
the first approval. We sell VELCADE in the United States directly through our
oncology sales force. In the first quarter of 2007, our collaborator Ortho Biotech
Products, Inc., or 0B, a member of The Johnson & Johnson Family 0f Companies,
began jointly promoting VELCADE with us to U.S.-based physicians, We believe
this collaboration, with the well-established OBI oncology sales force, is helping
us to realize the full potential of VELCADE in the U.S. market. In May 2007, the
FDA granted marketing approval to OBI for the combination therapy of VELCADE
/ DOXIL® {pegylated liposomal doxorubicin} in multiple myeloma patients who
have received at teast one prior therapy.

VELCADE is sold in the Eurapean Union and other areas where marketing approval
has been obtained outside of the United States by Ortho Biotech Products, L.P,
or 0BL, also a member of The Johnson & Johnson Family Of Goempanies. The
product is now approved in 85 countries. In 2007, U.S. sales of VELCADE were
approximately $265.2 million, which represented approximately 50% of our tota!
revenue for 2007. In 2006, U.S. sales of VELCADE were approximately $220.5
million, which represented approximately 45% of our total revenue for 2006.
In 2005, U.S. sales of VELCADE were approximately $192.1 million, which
represented approximately 34% of our total revenue for 2005.

Our business strategy is to build a portfolio of new medicines based on our
understanding of genomics and protein homeostasis, which is a set of particular
molecular pathways that affect the establishment and progression of diseases.
These molecular pathways include the related effects of proteins on cellular

performance, reproduction and death. We plan to develop and commercialize
many of our products on our own, but expect to seek development and commercial
collaborators when favorable terms are evailable or when we otherwise believe
that doing so would be advantageous to us. For example, we maintain a significant
royalty stake in INTEGRILIN® (eptifibatide) Injection, a cardiovascutar product.

In the near term, we expect to focus our commercial activities in cancer where
we plan to build on our commercial and regulatory experience with VELCADE.
We also are working to obtain approval to market VELCADE in the United States
and, through OBL, outside of the United States for the treatment of multipte
myeloma in newly diagnosed patients and for the treatment of additional types of
cancers. If approved, we believe these additional uses of VELCADE would lead to
a significant expansion of our cancer business.

In the area of inflammatory disease, we are advancing novel product candidates
in clinical development as potential treatments for serious and widely prevalent
conditions. For example, MLNOOO2 is a highly selective gut-targeted immune
therapy being studied in inflammatary bowel diseases. We expect to initiate
pivotal trials with MLNOQOZ in patients with moderate to severe uicerative colitis
and Crohn's disease in the timeframe of kzte 2008 or early 2009. If we successfully
complete these trials and are successful in obtaining FDA approval, we believe
MLNO0O02 could be available to patients as early as 2012. Uicerative colitis and
Crohn’s disease represent areas of high unmet medical need with approximately
1.4 million patients worldwide with moderate to severe disease.

In the fong term, we expect to bring new products to market on a regular basis
from our pipeline of discovery and development-stage programs. We also expect
to continue to evaluate opportunities te in-license and acquire molecules from
other companies in order to supplement our pipeline.

We were incorporated in Delaware in 1993. Our principal executive offices are
located at 40 Landsdowne Street, Cambridge, Massachusetts 02139.

VELCADE

VELCADE, the: first of a new class of medicings called proteasome inhibitors, was
the first treatment in more than a decade to be approved in the United States
for patients with multiple myeloma. Based on Phase [l data, the FDA granted
us accelerated approval in May 2003 to market VELCADE for the treatment of
multiple myeloma patients who have raceived at least two prior therapies and
have demonstrated disease progression on their most recent therapy, commonly
referred to as third-line and beyond. In arch 2003, the FDA granted us approval
to market VELCADE for the treatment of patients with multiple myeloma who
have received at least one prior therapy, commonly referred to as relapsed, or
second-line multiple myeloma.

in late 2007, we announced positive results from the large, randomized, Phase ill
VISTA trial of VELCADE in patients with newdy diagnosed multiple myetoma who
are not eligible for stem cell transplantation. In this trial, the combination therapy




of VELCADE, melphalan and prednisone demonstrated a highly statistically
significant improvement, compared with only melphatan and prednisone alone,
across all efficacy endpoints in the trial, including complete remission rate, time
to progression, progression free survival and overall survival. Based on these
positive data, the control arm of the trial was stopped early to allow patients still
being treated with melphalan and prednisone to have VELCADE added to their
therapy. In December 2007, we filed a supplementary new drug application, or
sNDA, for use of VELCADE in patients with newly diagnosed multiple myeloma.
The filing was granted priority review by the FDA. The FDA decision date for
approval is scheduled to occur by June 20, 2008.

Qutside of the United States, VELCADE is approved by the European Commission
as a monotherapy for multiple myeloma patients who have received at least
one prior therapy and who have already undergone or are unsuitable for bone
marrow transplantation. Regulatory authorities representing 85 other countries,
including countries within Europe, Latin America, South-East Asia and Japan have
also approved VELCADE. In December 2007, OBL submitted a variation to their
Marketing Authorization to the European Medicines Evaluation Agency, or EMEA,
for use of VELCADE for the treatment of newly diagnosed multiple myeloma. We
expect the EMEA to make a decision on this variation by the end of 2008.

In December 2006, the FDA granted approval of VELCADE for the treatment
of patients with MCL who have received at least one prior therapy, commonly
referred to as relapsed, or second-line, MCL. This approval followed the FDA's
decision in November 2004 to grant VELCADE fast track designation for MCL due
to the high unmet medical need of MCL patients and the strength of clinical trial
data for VELCADE in the treatment of MCL.

Muitiple myeloma is a cancer of the bone marrow in which some types of white
blood cells are overproduced. As a result, there is decreased production of
normal red and normal white blood cells, thereby damaging the body’s immune
system. The overproduced white blood cells also cause the growth of tumors that
spread to multiple sites, causing bone destruction and resulting in pain and bone
fractures, In the U.S., multiple myeloma is the second most common hematologic
malignancy and, although the disease is predominantly a cancer of the eldenly
{the median age at diagnosis is 70 years of age), recent statistics indicate both
increasing incidence and younger age of onset. In the U.S., more than 50,000
individuals have multiple myeloma, over 19,000 new cases are diagnosed each
year and almost 11,000 people die from the disease each year.

In the 1.S., NHL is the most common hematological cancer and the sixth leading
cause of cancer death. The prevalence of NHL in the U.S. is approximately
380,000 patients, of which we estimate approximately 100,000 are patients with
follicular or marginal zone lymphoma, which are subtypes of NHL, and 10,000
are patients with MCL. In the U.S., there are approximately 63,000 new cases
of NHL diagnosed in the U.S. per year, and 19,000 deaths are attributed to the
disease annually. MCL is an aggressive, rapidly progressive subtype of NHL. It
is not curable with standard treatment. The median life expectancy for a patient
with MCL following his or her first relapse is estimated to be one to two years.

Proteasome inhibition is a novel approach {o treating cancer, Proteasomes are

enzyme complexes in all cells, both healthy and c¢ancerous, that break dowr
intraceltular proteins in a requlated manner. Intracellular proteins form pathways
by which cancer cells multiply, spread, interact with other cells and avoic
programmed cell death. Inhibition of the proteasome by VELCADE prevents the
requlated breakdown of these intracellular proteins, thereby interfering witt
many of these functions. This disruption of essential pathways in cancer cells
can lead to cell death and inhibit tumor growth.

The most commonly reported side effects of VELCADE are asthenic conditions
including fatigue, malaise and weakness, nausea, diarrhea, decreased appetite
(including ancrexia), constipation, thrombocytopenia, peripheral neuropathy
pyrexia, vomiting, anemia, neutropenia and orthostatic hypotension.

Our Development Efforts

VELCADE Development

We believe that VELCADE may have broad applications in the treatment of cance
in addition to its currently approved indications. Over 300 company-sponsored
investigator-initiated, or cooperative group-sponsored frials are ongoing o
planned with the goal of exploring the potential of the product alone and ir
combination with other therapies in a variety of hematological and solid tumol
cancers. Principle ongoing VELCADE programs are described below:

B Patients with newly diagnosed multiple myefoma—In addition to the VIST
trial discussed above, other phase Il clinical trials in patients with newiy
diagnosed multiple myeloma are angoing, exploring the utility of VELCADE
in combination with current standards-of-care in this treatment setting
in approximately 4,000 patients. The goal of this program is to establist
VELCADE as the foundation of the standard-of-care combinations in the
transplant eligible and ineligible patient segments. Results from VISTA anc
two other trials that were presented at the December 2007 annual meeting
of the American Society of Hematology, or ASH, showed consistently higt
compfete remission rates, which is a well established clinical endpoint tha
serves as a surrogate for overall survival.

® Patients with relapsed follicular or marginal zone NHL—We and Johnsor
& Johnson Pharmaceutical Research & Development, L.L.C., or JJPRD
are currently conducting a phase Il clinical trial in patients with relapsec
follicular or marginal zone NHL, exploring the potential of VELCADE ir
combination with rituximab, a recognized standard of care in this disease
We expect to complete target enrollment of this 670-patient trial in the
first half of 2008 and we expect to present final data in 2010. Results o
a phase Il trial of the VELCADE, rituximab ¢ombination in this same patien
population were presented at the December 2006 ASH meeting showing ar
overall investigator-assessed response rate of greater than 50 percent witt
a manageable safety profile.

We expect that our ability to expand sales of VELGADE may be dependent an the
gutcome of these ongoing clinical trials as well as many other trials.



Pipeline Development and risks, while at the same time utilizing the resources of other companies

In addition to our ongoing clinical trials of VELCADE, we have a significant pipeline
of product candidates in clinical and late preclinical development. The following
chart summarizes the applicable disease indication and the clinical or preciinical
trial status of our drug candidates.

to market and develop our products. Under our collaborations, we have in the
past and may in the future receive combinations of royalties, distribution fees,
license fees, shares of profits and losses and/or milestone and other payments.

Ortho Biotech Collaborations
In June 2003, we entered into an agreement with OBL to

Product Disease Current Trial

Description Indication Status collaborate on the commercialization of VELCADE and with
Cancer JUPRD for the continued clinical development of VELCADE.
MLNO518 is a small molecule inhibitor ~ Acute myeloid leukemia Phase U OBL and its affliaie, Janssen-Gilag, are commercializing
of the class Ill receptor tyrosine kinase Glioma® Phase I/l VELCADE outside of the United States, and Janssen
(RTKs), FLT-3, ¢-KIT, and PDGF-R Prostate cancer’ Phase I/l Pharmaceutical K.X. is responsible for Japan. We receive
MLNB054 / MLNB237 are smafl molecule  Advanced malignancies Phase | distribution fees from OBL and its affilates from sales

inhibitors of Aurora A Kinase

MLN4924 is a small molecule inhibitar of
NeddB8—activating enzyme (NAE)

Advanced malignancies

MLN2238 is a second generation
proteasome small molecule inhibitor

Advanced malignancies

Inflammatory Bowel Diseases

MLNOO0O0Z is & humanized monoclonal Ulcerative colitis

antibody directed against the alphadbeta7?  Crohn’s disease
integrin

Other Inflammatory Diseases

MLN1202 is a humanized moneclonal Atherosclerosis

antibody directed against CCR2 Muitiple sclerosis

MLN3897 / 3701 are small molecule
CCR1 inhibitors?

Chronic inflammatory diseases

MLNO415 is a small molecule inhibitor Chroni¢ inflammatory diseases
of IKKbeta®

MLNB0S5 is a small molecule CrTh2 Asthma

receptor antagonist®

* Trials are conducted thraugh Cancer Therapy Evaluation Program, a division of the National Cancer institute.

? Clinical trials resumed in May 2007 with a new commercialty scalable cell ling; prior phase Il data established proof-of-

concept for this mechanism in ulcerative colitis.

3 In development through our sanofi-aventis small molecule inflammatory disease collaboration. In November 2007, we
announced that the results from a phase Il trial of MLN3897 did not achieve the pre-estabiished criteria for moving this
product candidate forward in rheumatoid arthritis. We and sanofi-aventis are evaluating next steps with this program.

Completion of clinical trials may take several years. The length of time can
vary substantially according to the type, complexity, novelty and intended use
of a product candidate. The types of costs incurred during a clinical trial vary
depending upon the type of product candidate and the nature of the study.

Our Gollaborations

We have entered into commercialization and development arrangements
with pharmaceuticat and biotechnology companies relating to a broad
range of products and potential product opportunities. We believe that these
collaborations provide us with the opportunity to maximize the value of our
internal resources and to reduce our commercialization and development costs

Phase | planned

of VELCADE outside of the United States. We manage
the supply chain for VELCADE at the expense of OBL for
products sold in the OBL territories. We retain a limited
aption to co-promote VELCADE with OBL at a future date

Preclinical in specified Europ2an countries.
We are engaged with JJPRD in an extensive global
Phase II program for further clinical development of VELCADE

Phase lla-completed

with the purpose of maximizing the commercial potential
- of the product. This program is investigating VELCADE to
treat muttiple forms of solid and hematological tumars,
including continued clinical development of VELCADE for
multiple myeloma and NHL. JJPRD is responsible for 45%
of the joint deve'opment cosis and we are responsible

Phase I/l
for the balance. We are eligible to receive payments
from JJPRD or OBL for achieving clinical development
Phase | milestones, regulatory milestones outside of the United
States and agreed-upon sales levels of VELCADE outside
Preclinical of the United States.

6

Pecisions regarding the ongoing development and
marketing of VELCADE are generally subject to the oversight
of a joint steering committee with equal membership from
OBL and us. However, in the event of a dispute, specified
devefopment, United States commercialization and other
decisions are a'located to us, and commercialization
decisions outside of the United States and other decisions

are allocated to OBL.

Unless our agreement with OBL Is terminated early due to a material uncured
breach by one of the parties or by OBL unilaterally subject to specified notice
obligations, the agreement continues on a country by country basis outside of
the United States until no earlier than 1he expiration of the last to expire patent
covering the manufacture, use or sale of the product in the country. Revenues from
this alliance, including license fees, reimbursement of development expenses,
milestone payments and distribution fees, accounted for approximately 25% of
our total revenues for 2007, 22% of our total revenues in 2006 and 10% of our
total revenues in 2005.




In October 2006, we entered into a two-year agreement with 0Bl to jointly
promote VELCADE in the U.S. Under the terms of the agreement, in the first
quarter of 2007, 0BI began jointly promoting VELCADE with us to U.S.-based
physicians. Under this agreement, we pay the cost of a portion of the 0BI
sales effort dedicated to VELCADE and a commission if sales associated with
the increased promotional effort exceed pre-specified targets. Both parties are
able to terminate the agreement under specified circumstances and subject to
fees. We continue to be responsible for commercialization, manufacturing and
distribution of VELCADE in the U.S.

INTEGRILIN Collaborations

INTEGRILIN is approved for marketing in the United States for the treatment of
palients with acute coronary syndromes, or ACS, which include unstable angina
and non-ST segment elevation myocardial infarction, or heart attack. This patient
group includes individuals who are medically managed and those undergoing
percutaneous coronary intervention, or PCl, including angioplasty. INTEGRILIN
is also approved for use at the time of a PCY, including for patients undergoing
intracoronary stenting. This set of indications is broader than the FDA approved
indications for the other two GP Ilb-llla inhibitors approved for marketing in the
United States.

We acquired INTEGRILIN as part of our acquisition of COR Therapeutics, Inc.,
or COR, in February 2002. INTEGRILIN has been marketed in the United States
since 1998 and outside of the United States since 1999. From February 2002
through August 31, 2005, we co-promoted INTEGRILIN in the United States
in collaboration with Schering Corporation and Schering-Plough Lid, together
referred to as SGP, and shared profits and losses. As of September 1, 2005,
we changed our relationship with SGP from a co-promotion 1o & royalty based
arrangement. SGP now exclusively markets INFEGRILIN in the United States and
specified other areas outside of Europe. GlaxoSmithKline plc, or GSK, markets
INTEGRILIN in Europe under a license from us.

fn 2007, sales of INTEGRILIN by SGP as reported by SGP were approximately
$332.0 million. Approximately 94% of those sales were made in the United States.
In 2007, revenues from this alliance, including license fees, reimbursement of
manufacturing-related expenses and royalties, accounted for approximately
20% of our 2007 total revenues. In 2006, revenues from this alliance, including
license fees, reimbursement of manufacturing-related expenses and royalties
accounted for approximately 27% of our 2006 total revenues.

Under our revised relationship with SGP, we have incurred lower sales and
marketing expenses, including personnel related and promotional expenses,
associated with INTEGRILIN. For the period September 1, 2005 through
December 31, 2005, revenue from SGP, including license fees, reimbursement of
manufacturing-retated expenses and royalties accounted for approximately 24%
of our total revenues during this period. From January 1, 2005 through September
1, 2005, which was the effective date of our modified relationship with SGP, we
recognized approximately $123.5 million of co-promotion revenue, or 22% of our
total revenue, from sales of INTEGRILIN by SGP during this period.

~1

INTEGRILIN is a small synthetic peptide administered by injection that prevents
the aggregation of platelets by blocking the platelet receptor glycoprotein, or GP,
ilb-lla. The effects of INTEGRILIN are specific to platelets, avoiding interference
with other normal cardiovascular processes. In addition, these effects can
be reversed following INTEGRILIN discontinuation when no longer needed.
Bleeding is the most commen complication encountered during administration
of INTEGRILIN therapy. The majority of excess major bleeding events associated
with INTEGRILIN are localized at the site of catheter insertion.

SGP

In April 1995, COR entered into a collaboration agreement with SGP to jointly
develop and commercialize INTEGRILIN on a worldwide basis. tnder our original
collaboration agreement with SGP following our acquisition of COR in February
2002, we generally shared any profits or losses from INTEGRILIN sales in the
United States with SGP, and we granted SGP an exclusive license to market
INTEGRILIN outside the United States and Europe in exchange for royalty
obligations.

On September 1, 2005, SGP obtained the exclusive L.S. development and
commercialization rights for INTEGRILIN products from us and paid us a
nonrefundable upfront payment of approximately $35.5 million. In addition, we
are entitled to receive royalties on net product sales of INTEGRILIN in the United
States from SGP for so long as SGP is engaged in the commercialization and
sale of an INTEGRILIN product in the United States, with the potential of receiving
royalties beyond the 2014 patent expiration date. Minimum royalty payments
for 2006 and 2007 were approximately $85.4 million, There are no guaranteed
minimum royalty payments for 2008 or future years. We also receive royalties
on net product sales by SGP in SGP's territory outside of the United States.
SGP's obligation to pay us royalties in other countries expires on a country by
country basis upon the later of fifteen years from the first commercial sale of
an INTEGRILIN product in such country and the expiration of the fast to expire
patent covering such INTEGRILIN product. We are continuing to manage the
supply chain for INTEGRILIN at the expense of SGP for products seld in the SGP
territories including the U.S.

GSK License Agreement

In June 2004, we reacquired the rights to market INTEGRILIN in Europe from
SGP and concurrently entered into a license agreement granting GSK exclusive
marketing rights to INTEGRILIN in Europe. In January 2005, the transition of
the INTEGRILIN marketing authorizations for the European Union from SGP to
(SK was completed, and GSK began selling INTEGRILIN in the countries of the
European Union. GSK also markets INTEGRILIN in other European countries
where it has received approval of the transfer from SGP to GSK of the relevan
marketing authorizations. Under the terms of the agreement, we have received
license fees and are entitled to royalties from GSK on INTEGRILIN sales in Europe
subject to the achievement of specified objectives. We manage the supply chair
for INTEGRILIN at the expense of GSK for products sold in the GSK territories.

Under the license agreement with GSK, GSK has significant final decision-making
authority with respect to European marketing issues. Our agreement with GSK



continues until the later of December 31, 2014, or as long as GSK continues to
commercialize INTEGRILIN in any European country.

sanofi-aventis Small Molecule Inflammatory Disease Collaboration
In June 2000, we entered into a broad agreement in the field of inflammatory
disease with Aventis, now sanofi-aventis, which includes joint discovery,
development anc commercialization of small molecule drugs for the treatment
of inflammatory diseases. This agreement covers several of our development
pregrams in the inflammatory disease area and provides us with potential
access to sanofi-aventis' large promotional infrastructure in connection with
the commercialization of jointly developed products. The discovery phase of this
coltaboration has concluded. The development and commercialization programs
continue under the agreement.

As provided in the original agreement, we have agreed to share the responsibility
for developing, manufacturing and marketing products and share profits and
losses in North America. Outside of North America, sanofi-aventis is responsible
for and bears the cost of developing, manufacturing and marketing products
arising from the alliance. sanofi-aventis is required to pay us a royalty on product
sales outside of North America.

To date, we and sanofi-aventis have identified several novel drug targets and
associated molecules relevant in inflammatory diseases. During the remaining
portion of the development phase of the alliance, we and sanofi-aventis have
agreed to focus our joint resources on preclinical and cfinical development of
candidates identified in the collaboration. As of the end of 2007, the alliance
had identified several development candidates, two of which, MLN3701 and
MLNO415, are in clinical trials with another product candidate, MLNB095, now in
preciinical testing. In addition, we and sanofi-aventis are currently contemplating
further development of MLN3897, a small molecule CCR1 inhibitor.

Prosecution of development candidates discovered through the collaboration will
continue until marketing approval o termination of development by the parties.
Either party may terminate development of a development candidate prior to
marketing approval, in which case the other party may continue to develop such
candidate subject to payment of royalties to the other party.

Manufacturing

Qur strategy with regard to manufacturing is to contract with third parties to
meet our needs for commercial supply and, as to most of our compounds, to
meet our needs for research, development, preclinical testing and clinical trials.
Therefore, we have limited manufacturing capabilities and produce only a small
amount of product for research and development and preclinical testing.

We have established an in-house quality assurance/contrel program to ensure
that our products and product candidates are manufactured in accordance with
applicable regulations. We require that our contract manufacturers adhere to
current Good Manufacturing Practices, or GMP, except for products and product
candidates for toxicology studies and animal studies, which we generally require
to be manufactured in accordance with current Good Laboratory Practices, or
GLP. The facilities of our contract manufacturers of marketed products must pass
regular post-approval inspections by the £DIA and other agencies.

The FDA or other regulatory agencies must approve the processes and the facilities
that may be used for the manufacture of any of our potential drug substances
and drug products. The manufacture of our products and product candidates
is based in part on technology that we believe to be proprietary to our contract
manufacturers. In addition, some of our manufacturers may develop process
technology related to the manufacture of our compounds that such suppliers
own either independently or jointly with us. This could increase our reliance on
such manufacturers, require us to obtain a license from such manufacturers in
order to have our products manufactured, or result in us not benefiting from the
potential efficiencies of new process technologies.

We manage the commercial and clinical supply chains for the production of both
VELCADE and INTEGRILIN. We rely on third party contract manufacturers for the
manufacturing of the active ingredient, formulation, fill/finish and packaging of
VELCADE for both commercial purposes and for ongoing clinical trials. We have
established long term supply relationships for the production of commercial
supplies of VELCADE. We believe we currently have a sufficient quantity of
bortezomib, the active pharmaceutical ingredient necessary to make VELCADE,
to meet the anticipated commercial demand for the product for 2008 and to
fulfill the needs for our ongoing and planned clinical trials. We work with two
manufacturers to manufacture bortezomib and one manufacturer to complete
fillffinish for VELCADE. We have contracted with an additional manufacturer for
the fill/finish of VELCADE. We expect that this additional manufacturer will provide
services to us in the future.

We also rety on third party contract manufacturers for the clinical and commercial
production of INTEGRILIN. Two manufacturers provide us with eptifibatide, the raw
material necessary to make INTEGRILIN, for both clinical trials and commercial
supply. One of the current manufacturers owns the process technology used by
it. We expect to cease receiving supplies of eptifibatide from this manufacturer by
the end of 2008. The process technology for the production of eptifibatide used by
the second manufacturer is owned by us. SGP and GSK have had this proprietary
process technology approved in the United States and in the European Union,
and, we, GSK or SGP are responsible for submitting that proprietary process
technology for approval in other countries, as required. Qur supply agreement
with this manufacturer ends in 2011, Two approved manufacturers currently
perform fillffinish services for INTEGRILIN for us, and we have two packaging
suppliers for the United States.

Sales and Marketing

We have built a specialized oncology sales force with approximately 100 sales
representatives and managers located across the United States. This sales
force markets VELCADE in its approved indications to physicians, hospitals and
other health care providers. Under our agreement with OBI, 0Bl began jointly
promoting VELCADE te U.S.-based physicians in the first quarter of 2007. OBL or
its affiliates market VELCADE cutside of the United States and pay us distribution
fees on product sales. See “Our Collaborations—Ortho Biotech Collaborations.”
All sales of VELCADE in the United States are distributed through a sole-source
distribution model, where we sell directly to a third party who in turn distributes
to the wholesaler base.




SGP's sales force markets INTEGRILIN to clinical cardiologists, interventional
cardiologists and emergency medicine physicians. GSK markets and sells
INTEGRILIN in the European Union and other European countries, and SGP
sells and markets INTEGRILIN elsewhere outside the United States. See “Our
Collaborations—INTEGRILIN Caltaborations—SGP Collaboration” and “QOur
Collaborations—INTEGRILIN Collaborations—GSK License Agreement.”

We have not developed commercialization plans for our product candidates
that may receive marketing approval in the future because the manner in which
we will commercialize these product candidates will depend in large part on
their market potential and our financial resources. We may decide to perform
all necessary commercial functions for these preducts on our own or we may
establish co-promotion, collaboration, licensing or other arrangements for the
marketing and sale of some products in some or all geographic markets.

Sales of VELCADE, INTEGRILIN and product candidates that may be approved in
the future will depend heavily upon the availability of reimbursement from third
party payors, such as government and private insurance plans. We meet with
administrators of these plans to discuss the potential medical benefits and cost-
effectiveness of our products. We believe this approach may assist in obtaining
reimbursement authorization for our products from these third party payors. See
“Government Regulation—Third Party Reimbursement.”

Competition

We currently face competition, and believe significant long-term competition
can be expected, from a range of pharmaceutical and biotechnology companies.
This competition may become more intense as we develop additional products.
Some competitors have greater resources and experience than we have. Many
of these companies have commercial arrangements with other companies in
the biotechnology industry to supplement their own research and development
capabilities.

The introduction of new products or the development of new processes by
competitors or new information about existing products may result in price
reductions or product replacements, even for products protected by patents.
Other factors that may affect our abifity to meet competition include the skill of
our employees and our ability to recruit and retain skilled employees, our program
of seeking patent protection for our discoveries and advances and our research,
development and regulatory affairs capabilities. Many large pharmaceutical and
biotechnology companies have significantly larger intellectual property estates
than we do, more substantial capital resources than we have and greater
capabilities and experience than we do in discovery, research, preclinical and
clinical development, sales, marketing, manufacturing and regulatory affairs.

Over the longer term, our and our collaborators’ abilities to successfully market
products, expand their usage and bring new products to the marketplace will
depend on many factors, including:

B the effectiveness and safety of the products;

@ FDA and foreign regulatory agencies’ approvals of new preducts and
indications;

B the degree of patent protection afforded to particular products;
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B the effects of price control mechanisms; and

B reimbursement and treatment guidelines.

We expect traditional chemotherapy treatments and other therapies on the market
and in development, including other proteasome inhibitors, to compete with
VELCADE. In particular, in December 2005, the FDA granted Celgene Corporation
approval for Revlimid® (lenalidomide} for the treatment of a subset of patients
with myelodysplastic syndromes, a group of related blood disorders, and in June
2006 for the treatment of patients with multiple myeloma who have received
at least one prior therapy. Competition from Revlimid may limit future sales of
VELCADE. Additionally, in May 2006, the FDA approved the use of Celgene’s
Thalomid® (thalidomide) for the treatment of newly diagnosed multiple myeloma.
We anticipate that Celgene will seek approval of Revlimid for newly diagnosed
multiple myeloma in the near-term. There are also other potentially competitive
therapies that are in late-stage clinical development for multipte myeloma. We
believe that VELCADE generally competes with ather marketed therapies on the
basis of efficacy, safety, convenience and price.

Due to the incidence and severity of cardiovascular diseases, the market for
therapeutic products that address such diseases is large, and we expect the
already intense competition in this field to increase. INTEGRILIN generally
competes with other therapies on the basis of efficacy, safety, convenience
and price. There are two marketed GP Ib-llla inhibitors which compete with
INTEGRILIN in the United States and Europe:

B ReoPro® (abciximab), which is produced by Johnson & Johnson and sold by

Johnson & Johnson and Eli Lilly & Co.; and

W Aggrastat® (tirofipan), which is produced and sold by Merck & Co., Inc.
outside of the United States and by Medicure inc. in the United States.

Sales of INTEGRILIN could also be negatively impacted in the future by other
competitive factors including:

B expanded use of heparin replacement therapies, such as Angiomax®
{bivalirudin} produced and sold by The Medicines Company for patients
undergoing PCI;

W changing treatment practices for PCl and ACS based on new technologies,
including the use of drug-coated stents;

increased use of another class of anti-platelet drugs known as ADP inhibitors
in patients whose symptoms make them potential candidates for treatment
with INTEGRILIN; and

B the introduction of new therapeutics to treat cardiovascular disease.

Drug Research, Discovery and Development

Akey element of our overall strategy is to build a sustainable pipeline of innovative
new treatments in areas of high unmet medical need—cancer, inflammatory
bowel and other inflammatory diseases. Qur goal is to generate a sufficiently
large portfolio of discovery and development programs at various stages of
maturity so that we can move new drugs through clinical development and onto
the market on a regular basis.



To achieve this goal, we have focused on developing a comprehensive
understanding of the mechanisms and pathways that underiie important
diseases and identifying appropriate biological targets. Then we seek to identify
and optimize small molecule compounds or antibodies that interact with targets
in a desired manner. We test these drug candidates in animal models to assess
their likely suitability as therapeutic products. For candidates meeting our criteria
for clinical development, we then move into human clinical testing to establish
the safety and efficacy of these experimental products and to understand
therapeutically important differences among people. At any stage of this process,
we may encounter unexpected difficulties and may need to delay or terminate
programs or go back to repeat several steps with slight variations, in an effort
to ensure that we bring the most suitable new drug candidate through clinical
testing.

in order to focus our efforts and resources, throughout the discovery and
development process we currently rely substantially upon third parties and
expect to continue to do so in the future. For example, we rely on third parties to
provide us with discovery technology services, produce material for preclinical
and clinical testing purposes and perform clinical development activities. The
expertise of our scientific, ¢linical and requlatory groups is critical. To augment
our internal discovery and development capabhilities, we continuously evaluate
opportunities to license or acquire fights to drugs or drug candidates that have
been developed outside of our company.

We are devoting fewer personnel and resources to research and discovery
activities than we have in the past. As a result of this shift, we recorded net
restructuring charges in 2007 of approximately $12.9 million, in 2006 of
approximately $20.4 million and in 2005 of approximately $77.1 million and
expect to record additional restructuring charges during 2008 of less than $5.0
million.

QOur research and development expenses totaled $287.1 million in 2007, $310.9
million in 2006 and $334.1 million in 2005. Our research and development
expenses are primarily company-sponsored.

Patents and Proprietary Rights; Licenses

Patents

Our success depends in part on our ability to obtain and maintain proprietary
protection for our products, product candidates, technology and know-how, to
operate without infringing the proprietary rights of others and to prevent others
from infringing our proprietary rights. We generally seek United States and foreign
patent protection for the genes, proteins and the antibody and small-molecule
drug leads that we discover as well as possible therapeutic, diagnostic and
pharmacogenomic products and processes, drug screening methadalogies and
other inventions based on such genes, proteins, antibodies and small molecules.
We also seek patent protection or rely upon trade secret rights to protect other
technologies which may be used to discover and characterize genes, proteins,
antibodies and small molecules or may be used to develop and manufacture
novel therapeutic, diagnostic and pharmacogenemic products and processes.

We own issued United States patents, granted foreign patents and pending United
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States and foreign applications for VELCADE. The issued U.S. patents related to
VELCADE expire in 2014 with patent term extension for VELCADE composition of
matter expiring in 2017. The issued foreign patents expire in 2015 with extensions
obtained in several EU countries through 2019 and pending in other countries.

We own issued United States patents, granted foreign patents and pending United
States and foreign applications for INTEGRILIN. The issued United States patents
that cover INTEGRILIN expire in 2014 and 2015 and the issued foreign patents
expire between 2010 and 2014, including the exclusivity extensions we have
received in several countries.

We also own issued patents and/or pending United States and foreign patent
applications related to MLNO00Z2 and MLN1202. The issued United States patents
for MLNQOD2 expire in 2015 and 2016. The issued United States patents for
MLN1202 expire in 2018.

Licenses

We have obtained licenses from various pariies for rights to use proprietary
technologies and compounds. These licenses generally are for a fixed duration,
typically the life of the licensed patents, and require us to use reasonable or
diligent efforts to develop and commercialize and to pay ongoing royalties on
product sales. We are the exclusive liceasee of issued United States and foreign
patents and/or pending United States and foreign applications relating to our
products on the market and in clinical development.

For VELCADE, we are a party to an exclusive worldwide Patent License Agreement
with the LS. Public Health Service, ¢r PHS, dated December 12, 2002, This
agreement provides us with the right to use the patents belonging to PHS relating
to the formulation of VELCADE. Under this agreement we have obligations to
pay PHS up-front royalty payments, royalty milestones, royalties on net sales of
VELCADE and sublicensing royalties. The license extends through the expiration
of any licensed patents that may result from PHS' pending applications unless
it is terminated earlier by PHS to mest requirements for public use specified
by law, or based on a default by us o a failure to meet our obligations under
the agreement, in either case, following a cure period. The issued United States
patents to which this license relates expire in 2022.

Trademarks

We currently own a number of trademarks and servicemarks including:
Millennium, the Millennium “M” logo and design, “Transcending the Limits of
Medicine,” VELCADE, INTEGRILIN and “Breakthrough Science. Breakthrough
Medicine.” All of these marks are coverad by registrations or pending appiications
for registration in the United States Patent and Trademark Office and in the patent
and trademark offices of many other countries. The U.S. registrations for these
trademarks will be valid and will not expire for so long as we continue to use and
properly maintain their registrations (e.g. obtain renewals at the appropriate time
and pay appropriate fees).

Government Regulation

Regulatory Compliance

Regulation by governmental authgrities in the United States and other countries
is a significant factor in the manufacture and marketing of our products and in




ongoing research and product development activities. All of our products require
regulatory approval by governmental agencies prior to cemmercialization. In
particular, our products are subject to rigorous precfinical and clinical testing and
other premarket approval requirements by the FDA and regulatory authorities
in other countries. Various statutes and regulations also govern or influence,
among other things, the manufacturing, safety, labeling, storage, record keeping,
distribution and marketing of our products. The lengthy process of seeking
these approvals, and the subsequent compliance with applicable statutes and
requiations, require the expenditure of substantial resources. Any failure by us
to obtain, any delay in obtaining or any failure to maintain regulatory approvals
could materially adversely affect our business.

In addition, the recently enacted Food and Drug Administration Amendments Act
of 2007, or FDAAA, grants significant new powers to the FDA, many of which
are aimed at improving the safety of drug products before and after approval. In
particular, the new law authorizes the FDA to, among other things, require post-
approval studies and clinical trials, mandate changes to drug labeling to reflect
new safety information, and require risk evaluation and mitigation strategies for
certain drugs, including certain currently approved drugs. It also significantly
expands the federal government’s clinical trial registry and results databank
and creates new restrictions on the advertising and promotion of drug products.
Under the FDAAA, companies that violate these and other provisions of the new
law are subject to substantial civil monetary penalties.

The activities required before a biopharmaceutical product may be marketed in
the United States begin with preclinical testing. Preclinical tests include laboratory
evaluation of product chemistry and animal studies to assess the potential safety
and efficacy of the product and its formulations. The results of these studies,
together with manufacturing information, analytical data and a proposed clinical
trial proteco! and other information, must be submitted to the FDA as part of an
investigational new drug application, or IND, which must be reviewed by the
FDA and become effective before proposed clinical testing can begin. The study
protocol and informed consent information for subjects in clinical trials must alsa
be submitted to an independent institutional review board, or [RB, for approval.

Typically, clinical testing prior to approval involves a three-phase process, but the
phases may overlap or be combined.

8 In Phase |, clinical trials are conducted with a small number of subjects
to assess the early safety profile and the pattern of drug distribution and

metabolism.

InPhase I, clinical trials are conducted in a limited patient population afflicted
with a specified disease in order fo provide enough data to statistically
evaluate the preliminary efficacy, optimal dosages and expanded evidence
of safety.

In Phase lll, large scale, multicenter, comparative clinical trials are conducted
with patients afflicted with a target disease in order to provide enough data
to statistically evaluate the efficacy and safety of the product, as required
by the FDA, to establish the overall benefit-risk relationship of the drug and
to provide adequate infermation for the tabeling of the drug.

The FDA, the 1RB, or the clinical trial sponsor may suspend a clinical trial at
any time on varigus grounds, including a finding that the subjects are being
exposed to an unacceptable health risk or for failure to comply with the IRB's
requirements, or may impose other conditions.

The results of the preclinical and clinical testing of a pharmaceutical product,
along with descriptions of the manufacturing process, analytical tests conducted
on the chemistry of the product, results of chemical studies and other relevant
information, are then submitted to the FDA for review and potential approval
to commence commercial sales. For a chemical pharmaceutical product, the
submission is in the form of a new drug application, or NDA, and for a biolegical
pharmaceutical product, the submission is in the form of a biologic license
application, or BLA. In responding to an NDA or a BLA, the FDA may grant
marketing approval, request additional information or deny the application if it
determines that the application does not provide an adequate basis for approval.
We cannot assure that any approval required by the FDA will be obtained on a
timely basis, if at all.

Among the conditions for an NDA or a BLA approval is the requirement that
the applicable manufacturing, clinical, pharmacovigilance, quality control and
manufacturing procedures conform on an ongoing basis with the FDA's good
clinical practices, or GCP, GLP, for specific non-clinical toxicology studies, current
GMP and computer information system validation standards. Before approval of
an NDA or BLA, the FDA will perform a prelicensing inspection of clinical sites,
manufacturing facilities and the related quality control records to determine
compliance with these requirements. To assure compliance, applicants must
continue to expend time, money and effort in the area of training, production and
quality control. After the applicant is licensed for the manufacture of any product,
manufacturers are subject to periodic unanngunced inspections by the FDA.
We also face similar inspections coordinated by the EMEA by inspectors from
particular European bnion member states that conduct inspections on behalf of
the European Union.

Once an approval is granted, a product will be subject to pervasive and continuing
regulation by the FDA and other requlatory authorities, including, among other
things, requirements relating to recordkeeping, periodic reporting, product
sampling and distribution, advertising and promotion and reporting of adverse
experiences with the product. In addition, the FDA may require post-approval
testing, including phase IV studies, and surveillance programs to monitor the
product’s safety or efficacy after approval. The FDA may withdraw product
approvals if compliance with regulatory requirements and standards is not
maintained or if problems occur after the product reaches the market.

The FDA strictly regulates marketing, labeling, advertising and promotion of
products that are placed on the market. Drugs and biologic products may be
promoted only for the approved indications and in accordance with the provisions
of the approved label. The FDA and other agencies actively enforce the laws and
reguiations prohibiting the promotion of off labei uses, and a company that is
found to have improperly promoted off label uses may be subject to significant
liability.



In addition, the distribution of prescription pharmaceutical products in the U.S.
is subject to the Prescription Drug Marketing Act, or PDMA, which regulates the
distribution and recordkeeping requirements for drugs and drug samples at the
federal level, and sets minimum standards for the registration and regulation of
drug distributors by the states. Both the PDMA and state laws limit the distribution
of prescription pharmaceutical product samples and impose requirements to
ensure accountability in distribution.

Regulatory requirements and approval processes in countries outside the United
States can be at least as rigorous, costly and uncertain as those requirements
and processes in the United States.

We are alsc subject to various federal and state laws pertaining to health care
“fraud and abuse,” including anti-kickback laws and false ¢laims faws. Anti-
kickback laws make it illegal for a prescription drug manufacturer to solicit,
offer, receive, or pay any remuneration in exchange for, or to induce, the referrat
of business, including the purchase or prescription of a particular drug. False
claims laws prohibit anyone from knowingly and willingly presenting, or causing
to be presented for payment to third party payors, including Medicare and
Medicaid, claims for reimbursed drugs or services that are false or fraugulent,
claims for items or services not provided as claimed, or claims for medically
unnecessary items or services. We have adopted the Pharmaceutical Research
and Manufacturers of America Code, or the PhRMA Code, an industry code
developed to govern interactions with healthcare professionals and we have
adopted processes that we believe enhance compliance with the PRRMA Code
and these laws.

As a result of gaining approval of and launching VELCADE, we are a participant in
the Medicaid rebate program established by the Gmnibus Budget Recongciliation
Act of 1990, and under amendments of that law that became effective in
1993. Participation in this program includes requirements such as extending
comparable discounts under the PHS pharmaceutical pricing program. Under
the Medicaid rebate program, we pay a rebate for each unit of our product
reimbursed by Medicaid. The amount of the rebate for each product is set by
law as a minimum of 15.1% of the average manufacturer price, or AMP, of
that product, or if it is greater, the difference between AMP and the best price
available from us to any customer. The rebate amount also includes an inflation
adjustment if AMP increases faster than inflation. The PHS pricing program
extends discounts comparable to the Medicaid rebate to a variety of community
health clinics and other entities that receive health services grants from the PHS,
as well as hospitals that serve a disproporticnate share of poor Medicare and
Medicaid beneficiaries. The rebate amount is recomputed each quarter based on
our reports of our current average manufacturer price and best price for each of
our products to the Centers for Medicare & Medicaid Services.

The Medicaid Prescription Drug, Improvement and Modernization Act of 2003,
or the MMA, has significantly changed how Medicare pays for VELCADE. As of
January 1, 2005, Medicare pays for products covered by the Part B benefit based
on the average selling price, or ASP, plus 6%. Medicare had previously paid for
these products based on 95% of the average wholesale price, or AWP. To date,
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the change from the AWP to the ASP system has not had a material adverse
impact on our ability to obtain adeguate reimbursement for our products.

VELCADE is available to authorized users of the Federal Supply Schedule of the
General Services Administration. Since 1993, as a result of the Veterans Health
Care Act of 1992, or VHC Act, federal law has required that product prices for
purchases by the Veterans Administration, the Department of Defense, Coast
Guard, and the PHS, including the Indian Health Service, be discounted by a
minimum of 24% off the AMP to non-fedaral customers, the non-federal average
manufacturer price, or non-FAMP. Qur computation and report of non-FAMP is
used in establishing the price, and the accuracy of the reparted non-FAMP may
be audited by the government under applicable federal procurement laws.

Under the laws of the United States, the countries of the European Union and
other nations, we and the institutions where we sponsor research are subject
to obligations to ensure the protection of personal information of human
subjects participating in our clinical trials. We have instituted procedures that
we believe will enable us to comply with these requirements and the contractual
requirements of our data sources. The laws and regulations in this area are
evolving and further regulation, if adopted, could affect the timing and the cost of
future clinical development activities.

We are also subject to regulation under the Occupational Safety and Health Act,
the Toxic Substances Control Act, the Resource Conservation and Recovery Act,
and other current and potential future federal, state, or local regulations. Our
research and development activities involve the controlled use of hazardous
materials, chemicals, biological materials, and various radioactive compounds.
We believe that our procedures comply with the standards prescribed by local,
state and federal laws and regulations; however, the risk of injury or accidental
contamination cannot be completely eliminated. We conduct our research and
manufacturing activities in voluntary compliance with the National Institutes of
Health Guidelines for Recombinant DNA Research.

We are subject to the United States Foreign Corrupt Practices Act which prohibits
corporations and individuals from engaging in specified activities to obtain or
retain business or to influence a person working in an official capacity. Under this
act, it is illegal to pay, offer to pay, or authorize the payment of anything of value
to any foreign government official, government staff member, political party, or
political candidate in an attempt to obtain or retain business or to otherwise
influence a person working in an officia’ capacity. Our present and future business
has been and will continue to be subjest to various other laws and regulations.

Pricing Controls

The fevels of revenues and profitability of biopharmaceutical companies may
be affected by the continuing efforts of government and third party payors to
contain or reduce the costs of health care through various means. For example, in
some foreign markets, pricing reimbu-sement or profitability of therapeutic and
other pharmaceutical products is subject to governmental control. In Canada this
practice has led in some instances to lower priced products than in the United
States. As a result, importation of products from Canada into the United States
may result in reduced product reveriwes. In many foreign markets, including




the countries in the European Union, pricing of pharmaceutical products is
subject to governmental control. In the United States there have been, and we
expect that there will continue to be, a number of federal and state proposals to
implement similar governmental pricing reimbursement and pricing controls. In
addition, legislation has been introduced in the U.S. Congress that, if enacted,
would permit more widespread importation or re-importation of pharmaceutical
products from foreign countries into the United States, including from countries
where the products are sold at lower prices than in the United States. While
we cannot predict whether any future legislative or regulatory proposals will be
adopted, the adoption of such proposals could have a material adverse effect on
our business, financial condition and results,

Third Party Goverage and Reimbursement

Inthe United States and elsewhere, sales of therapeutic and other pharmaceutical
products are dependent in part on the availability of coverage and reimbursement
from third party payars, such as government and private insurance plans. Third
party payors may limit coverage to specific drug products on an approved list, or
formulary, which might not include all of the FDA-approved drugs for a particular
indication. Increasingly, third party payors are challenging the prices charged for
medical products and services. As a result, in the future, our products coutd be
considered not cost effective or reimbursement to the physician or consumer
could become unavailable or could be insufficient to allow us to sell our products
on a competitive and profitable basis.

Employees
As of February 22, 2008, we had approximately 966 full-time employees. We
believe that relations with our employees are good.

Available Information

Our Intermet website is http://www.millennium.com. We make available free of
charge through our website our Annual Report on Form 10-K, Quarterly Reports
on Form 10-Q, Current Reports on Form 8-K and amendments to those reports
filed or furnished pursuant to Sections 13(a) and 15(d) of the Securities Exchange
Act of 1934, as amended. We have made these reports available through our
website during the period covered by this report and, since November 15, 2002,
at the same time that they become available on the Securities and Exchange
Commission’s website.

Our code of conduct, the Core Values Handbook, our Board Policies, and the
charters of the Audit Committee, Compensation and Talent Committee, Research
and Development Committee and Board Governance Committeg are all available
on the corporate governance section of our website at hitp://www.millennium,
com/investors. Stockholders may request a free copy of any of these documents
by writing to Investor Relations, Millennium Pharmaceuticals, Inc., 40 Landsdowne
Street, Cambridge, Massachusetts, U.S.A. 02139 or submitting a request through
the website.

This Annual Repart on Form 10-K contains forward-looking statements that
are based on current expectations, estimates, forecasts and projections about
us, our future performance, our business, our beliefs and our management’s
assumptions. In addition, we, or others on our behalf, may make forward-looking
statements in press releases or written statements, or in our communications
and discussions with investors and analysts in the normal course of business
through meetings, webcasts, phone calls and conference calls. Words such as
“expect,” “anticipate,” “outlook,” “could,” “target,” “project,” "intend,” “plan,”
“believe,” "seek,” “estimate,” “should,” “may,” “will,” “assume” or “continue,”
and variations of such words and similar expressions are intended to identify
such forwardlooking statements. These statements are not guarantees of future
performance and involve important risks, uncertainties and assumptions that are
difficult to predict. We describe some of the risks, uncertainties and assumptions
that could affect our business, including our financial condition and results of
operations, in this “Risk Factors” section. We have based our forward-looking
statements on our management’s beliefs and assumptions based on information
available to our management at the time the statements are made,

We caution you that actual outcomes and results may differ materially from what
is expressed, implied or forecast by our forward-looking statements. Reference
is made in particular to forward-looking statements about our growth and
future financial and operating results, discovery and development of products,

strategic alliances, regulatory approvals, competitive strengths, intellectual
property, litigation, mergers and acquisitions, market acceptance or continued
acceptance of our products, accounting estimates, financing activities, ongoing
contractual obligations and sales efforts. We do not intend to update or revise
any forward-looking statements, whether as a result of new information, future
events, changes in assumptions or otherwise.

Regulatory Risks
Our business will be harmed if we do not obtain approval to market VELCADE
for additional therapeutic uses.

An important part of our strategy to grow our business is to market VELCADE
for additional indications. To da so, we will need to successfully conduct clinical
trials in accordance with good clinical practices and then apply for and obtain
the appropriate regulatory approvals. If we are unsuccessful in our clinical trials,
or we experience a delay in obtaining or are unable to obtain authorizations for
expanded uses of VELCADE, our revenues will not grow as expected and our
business and operating results will be harmed. For example, in December 2007
we submitted a sNDA to the FDA, and OBL submitted a variation to their Marketing
Authorization to the EMEA, to marke} VELCADE for patients with newly diagnosed
multiple myeloma. If these submissions are not approved by the regulatory
agencies, sales of VELCADE could be materially lower than anticipated. Future
sales of VELCADE could also be materially lower than expected if the results from



our phase lll ¢linical trial in patients with relapsed follicular or marginal zone NHL
do not justify a label expansion into this indication.

We may not be able to obtain approval in additional countries to market
VELCADE.

VELCADE is currently approved for marketing in the United States and a total
of 85 countries including the countries of the European Union. If OBL is not
able to obtain approval to market VELCADE in additional countries, OBL will
lose the opportunity to sell in those countries and we may not be able {0 earn
potential milestone payments under our agreement with OBL or collect potential
distribution fees on sales of VELCADE by OBL in those countries.

We may not be able to obtain marketing approval for products resulting from
our development efforts.

The products that we are developing require research and development, extensive
preclinical studies and clinical trials and regulatory approval, including the
submission of user fees, prior to any commercial sales. This process is expensive
and lengthy, and can often take a number of years. In some cases, the length
of time that it takes for us to achieve varipus regulatory approval milestones
affects the payments that we are eligible to receive under our strategic alliance
agreements.

We may need to successfully address a number of technological challenges in
order to complete development of our products. Moreover, these products may
not be effective in treating any disease or may prove to have undesirable or
unintended side effects, toxicities or other characteristics that may preclude
completing development, obtaining regulatory approval or prevent or limit
commercial use, For example, in November 2007, we announced that the results
from a phase Il trial of MLN3897 did not achieve the pre-established criteria for
moving this product candidate forward in rheumateid arthritis,

Failure to gain approval for the products we are developing could have a material
adverse impact on our business.

If we fail to comply with regulatory requirements, or if we experience
unanticipated problems with our approved products, our products could be
subject to restrictions or withdrawal from the market,

Any product for which we obtain marketing approval, along with the manufacturing
processes, post-approval clinical data, adverse event reporting and promotional
activities for such product, is subject to continual review and periodic inspections
hythe FDA and other regulatory authorities. Later discovery of previously unknown
problems or safety issues with our products or manufacturing processes, or
failure to comply with regulatory reguirements, may result in restrictions on
such products or manufacturing processes, withdrawal of the products from the
market, warning letters, product recalls or seizures, the imposition of total or
partial suspension of production or distribution, fines, civil or criminal penalties
or a refusal by the FDA and other regulatory authorities to approve pending
applications for marketing approval of new drugs or supplements to approved
applications. As with any recently approved therapeutic product, we expect that
our knowledge of the safety profile for VELCADE will expand after wider usage,

and the possibility exists of patients receiving VELCADE treatment experiencing
unexpected or more frequently than expected serious adverse events, which
could have a material adverse effect on our husiness.

We are a party to collaborations that transfer responsibility for specified requlatory
requirements, such as filing and maintenance of marketing authorizations and
safety reporting, to our collaborators. If our collaborators do not fulfill these
regulatory obligations, products, including VELCADE and INTEGRILIN, could be
withdrawn from the market, which would have a material adverse effect on our
business. Additionally, the FDA requires that we, along with our coflaborators and
third party manufacturers, may not employ, in any capacity, persons who have
been debarred under the FDA's Application Integrity Policy. Employment of such a
debarred person (even if inadvertently) may result in delays in the FDA’s review or
approval of our products, or the rejection of data developed with the involvement
of such person(s).

Additionally, because VELCADE and othar products we may develop could be
used in combination with therapies we do not control, our sales of VELCADE and
other future products could be adversely impacted if those combined therapies
became subject to increased safety concerns, were withdrawn from the market
or otherwise lost favor among practitioners.

Recently enacted legislation may make it more difficult and costly for us o
obtain regulatory approval of our product candidates and to produce, market
and distribute products after approval.

On September 27, 2007, the President signed the FDAAA. The FDAAA grants a
variety of new powers to the FDA, many of which are aimed at improving the
safety of drug products before and after approval. Under the FDAAA, companies
that violate the new law are subject to substantial civil monetary penalties.
While we expect the FDAAA to have a substantial effect on the pharmaceutical
industry, the extent of that effect is not yet known. As the FDA issues regulations,
guidance and interpretations relating to the new legislation, the impact on the
industry, as well as our business, will become clearer. The new requirements
and other changes that the FDAAA imposes may make it more difficult, and likely
more costly, to obtain approval of new pharmaceutical products and to produce,
market and distribute products after approval.

Some of our products may be based on new technologies, which may affect
our ability or the time we require to obiain necessary regulatory approvals.

Products that result from our research and development programs may be based
on new technologies, such as proteasoms inhibition, Nedd 8——activating enzyme
inhibition, IKK beta inhibition and other new therapeutic approaches that have
not been extensively tested in humans. The regulatory requirements governing
these types of products may be more r:.gorous than for conventional products.
As a result, we may experience a longer development or regulatory process in
connection with any products that we develop based on these new technologies
or new therapeutic approaches.

Risks Relating to Our Business, Strategy and Industry
Our revenues over the next several years will be materially dependent on the
commercial success of VELCADE and INTEGRILIN.



VELCADE was approved by the FDA in May 2003 and commercially launched
in the United States shortly after that date. Marketing of VELCADE outside the
United States commenced in Aprit 2004. INTEGRILIN has been on the market in
the United States since June 1998, Marketing of INTEGRILIN outside the United
States commenced in mid-1999.

Qur husiness pfan contemplates obtaining marketing authorization to sell
VELCADE in many countries for the treatment of all patients with multiple
myeloma and both in the United States and abroad for other indications. We will
be adversely affected if VELCADE does not receive such approvals, or if such
approvals are subject to limitations on the indicated uses for which we may
market the product.

We will not achieve our business plan, and we may be forced to scale back
our operations and research and development programs, if we do not obtain
requlatory approval to sell VELCADE in additional countries or for additional
therapeutic uses or the sales of VELCADE or INTEGRILIN do not meet our
expectations.

We face substantial competition, and others may discover, develop or
commercialize products before or more successfully than we do.

The fields of biotechnology and pharmaceuticals are highly competitive. Many
of our competitors are substantially larger than we are, and these competitors
have substantially greater capital resources, research and development
staffs and facilities than we have. Furthermore, many of our competitors are
more experienced than we are in drug research, discovery, development and
commercialization, obtaining regulatery approvals and product manufacturing
and marketing. As a result, our competitors may discover, develop and
commercialize pharmaceutical products before or in a shorter timeframe than
we do. In addition, our competitors may discover, develop and commercialize
products that make the products that we or our collaborators have developed, or
are seeking to develop and commercialize, non-competitive or obsolete.

With respect to VELCADE, we face competition from Celgene Corporation’s
Thalomid and Revlimid. in May 2006, the FDA approved the use of Thalomid for
the treatment of newly diagnosed multiple myeloma. Revlimid was approved
by the FDA in December 2005 for the treatment of a subset of patients with
myelodysplastic syndromes and in June 2006 for muttiple myeloma patients who
have received at least one prior therapy. We also face competition for VELCADE
from traditional chemotherapy treatments and other potentially competitive
therapies for VELCADE, including other proteasome inhibitors, some of which
are in late-stage clinical development for the treatment of multiple myeloma. In
addition, multiple myeloma therapies in development may reduce the number of
patients available for VELCADE treatment through enrollment of these patients in
clinical trials of potentially competing products.

Due to the incidence and severity of cardiovascular diseases, the market for
therapeutic products that address these diseases is large, and we expect
the already intense competition in this field to increase. The most significant
competitors for SGP and GSK in marketing INTEGRILIN are major pharmaceutical
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companies and biotechnology companies. The two products that compete
directly with INTEGRILIN in the GP itb-lifa inhibitor market segment are ReoPro®
(abciximab), which is produced by Johnson & Johnson and sold by Jehnson
& Johnson and Efi Lilly and Company, and Aggrastat® (tirofiban HCI), which is
produced and sold by Merck & Co., Inc. outside of the United States and by
Medicure Inc. in the United States.

Sales of INTEGRILIN could also be negatively impacted in the future by other
competitive factors, including:

B expanded use of heparin replacement therapies, such as Angiomax®
{bivalirudin), which is produced and sold by The Medicines Company;

@ changing treatment practices for PCl and ACS based on new technologies,
including the use of drug-coated stents;

B increased use of another ¢lass of anti-platelet drugs known as ADP inhibitors
in patients whose symptoms make them potential candidates for treatment
with INTEGRILIN; and

W theintroduction of new therapeutics to treat cardiovascular diseases.

Sales of INTEGRILIN and possibly VELCADE in particuiar reporting periods may
be affected by fluctuations in inventory, allowances and buying patterns.

We distribute VELCADE in the U.S. through a sole-source distribution madel
where we sell directly to a third party who in turn distritutes to the wholesaler
base. Qur VELCADE product inventory levels may fluctuate from time to time
depending on the consistency of the distribution togistics of this arrangement
and the buying patterns of these wholesalers.

Additionally, we make provisions at the time of sale of VELCADE for discounts,
praductreturns and governmental and contractual adjustments based on historica
experience updated for changes in facts and circumstances, as appropriate. Tc
the extent these allowances are incorrect, we may need to adjust our estimates,
which could have a material impact on the timing and actua! amount of revenue
we are able to recognize from these sales. Also, pricing decisions may cause
fluctuations in our quarterly results. For example, purchasers of VELCADE may
increase purchase orders in anticipation of a price increase and reduce order
levels following the price increase.

A significant portion of INTEGRILIN domestic pharmaceutical sales is made
by SGP to major drug wholesalers. These sales are affected by fluctuations i
the buying patterns of these wholesalers and the corresponding changes i
inventory levels maintained by them. Inventory levels held by these wholesalers
may fluctuate significantly from quarter 1o quarter. If these wholesalers builg
inventory levels excessively in any quarter, sales to the wholesalers in future
quarters may unexpectedly decrease notwithstanding steady prescriber demand
Because SGP commercializes INTEGRILIN and manages product distribution, we
have limited insight into or control over factors affecting changes in distributor
fnventory tevels. If SGP does not appropriately manage this distribution, SGP may
not realize sales goals for the product which would reduce the royalty revenue
we recognize and thus adversely affect our business.



Because many of our research and development projects are based on new
technologies and new therapeutic approaches that have not been extensively
tested in humans, it is possible that our discovery process will not resulf in
commercial products.

Theprocessofdiscoveringdrugs based upongenomics and other new technologies
is evolving rapidly. Qur effort to develop new therapeutics is focused on the
discovery of novel targets and pathways. Many novel targets and pathways that
appear viable in preclinical modets do not result in intended biologic outcomes
due to pathway redundancy in humans. As a result, we anticipate that many
of these targets and pathways will not result in the successful development of
marketable therapeutics. Rapid technological development by us or others may
result in compounds, products or processes becoming obsolete before we recover
our development expenses. Further, manufacturing costs or products based on
these new technologies may make products uneconomical to commercialize.

If our clinical trials are unsuccessiul, or if they experience significant delays,
our ability to commercialize products will be impaired.

We must provide the FDA and foreign regulatory authorities with preclinical and
clinical data demonstrating that our products are safe and effective before they
can be approved for commercial sale. Clinical development, including preclinical
testing, is a long, expensive and uncertain process. It may take us several years
to complete our testing, and failure can occur at any stage of testing. Interim
results of preclinical or clinical studies do not necessarily predict their final
results, and acceptable results in early studies might not be seen in later studies.
Any preclinical or clinical test may fail to produce results satisfactory to the FDA
or other regulatory authorities. Prechinical and clinical data can be interpreted in
different ways, which could delay, limit or prevent requlatory approval. Negative
or inconclusive results from a preclinical study or clinical trial, adverse medical
events during a clinical trial or safety issues resulting from products of the same
class of drug could cause pending regulatory action to be delayed, a preclinical
study or clinical trial to be repeated or prolonged or a program to be terminated,
even if other studies or trials relating to the program are successful.

We may not complete our planned preclinical or clinical trials on schedute or at
ali. We may not be able to confirm the safety and efficacy of our potential drugs
in long-term clinical trials, which may result in a delay or failure to commercialize
our products. We may have difficulty obtaining a sufficient number of appropriate
natients or clinical support to conduct our clinical trials as planned. A number of
additional events could delay the completion of our clinical trials, including:

B conditions imposed on ws by the FDA or foreign regulatory authorities
regarding the scope or design of our chnical trials, requirements for
additional trials or trial data or restrictions on the distribution of products;

B slower enrollment in our clinical trials than we anticipate;

B |ower retention rates for patients in our clinical trials than we anticipate;

B insufficient supply or deficient quality of our product candidates or other

materials necessary to conduct our clinical trials; or

W the failure of our third parly contractors to comply with regulatory
requirements or otherwise meet their contractual obligations to us in a

timely manner, or at all.

In addition, institutional review boards cr regulators, including the FDA, or our
collaborators may hold, suspend or terminate our clinical trials for various reasons,
including noncompliance with regulatory requirements or if, in their opinion, the
participating subjects are being exposed ‘o unacceptable heatth risks. As a result,
we may have to expend substantial additiona! funds to obtain access to resources
or delay or modify our plans significantly. Our product development costs will
increase if we experience delays in testing or approvals. Significant clinical trial
delays could allow our competitors to bring products to market before we do and
impair our ability to commercialize our products or potential products.

Ifthird parties on which we rely for clinical trials do not perform as contractually
required or as we expect, we may not be able to obtain regulatory approval for
or commercialize our product candidates.

We depend on independent clinical investigators and, in some cases, contract
research organizations and other third party service providers to conduct the
clinical trials of our product candidates and expect to continue to do so. We rely
heavily on these parties for successful execution of our clinical trials, but we do
not control many aspects of their activities. Nonetheless, we are responsible for
confirming that each of our clinical tria s is conducted in accordance with the
general investigational plan and protocol. Our refiance on these third parties that
we do not control does not relieve us of our responsibility to comply with the
regulations and standards of the FDA relating to good clinical practices. Third
parties may not complete activities on schedule or may not conduct our clinical
trials in accordance with regulatory requirements or the applicable trial plans and
protocols. The failure of these third parties to carry out their obligations could
delay or prevent the development, approval and commercialization of our product
candidates or result in enforcement action against us.

Because many of the products that we are developing are based on new
technologies and therapeutic approaches, the market may not be receptive to
these products upon their infroduction.

The commercial success of any of our products for which we may obtain
marketing approval from the FDA or cther regulatory authorities will depend
upon their acceptance by the medical community and third party payors and
consumers as clinically useful, cost-effestive and safe. Many of the products that
we are developing are based upon new technologies or therapeutic approaches.
As a result, it may be more difficult for us to achieve market acceptance of our
products, particularly the first products that we introduce to the market based
on new technologies and therapeutic approaches. Our efforts to educate the
medical community on these potentially unique approaches may require greater
resources than would be typically requ red for products based on conventional
technologies or therapeutic approaches. The safety, efficacy, convenience and
cost-effectiveness of our products as compared to competitive products will also
affect market acceptance.
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Because of the high demand for talented personnel within our industry, we
could experience difficufties in recruiting or retaining employees necessary
for our sticcess and growth.

Because competition for talented employees within our industry is fierce, we may
not be successful in hiring, retaining or promptly replacing key management,
sales, marketing and technical personnel. Any failure to expeditiously fill our
needs for key personnel could reduce our operational capacity and productivity
and have a material adverse effect on our business.

Our strategy of generating growih through license arrangements and
acquisitions may not be successful,

An important element of our business strategy is to acquire additional
therapeutic agents through license arrangements or acquisitions of other
companies. Although we regularly review and engage in discussiens with third
parties with respect to such transactions, we may be unable to license or acquire
other suitable products or product candidates from third parties for a number
of reasons. In particular, the licensing and acquisition of pharmaceutical and
hiologicat products, including through the acquisition of other companies, is a
competitive area. A number of other companies are also pursuing strategies to
license or acquire products within our therapeutic focus areas of cancer and
inflammation. These other companies may have a competitive advantage over
us due to their size, cash resources and greater drug research, discovery and
development and commercialization capabilities.

{Other factors that may prevent us from licensing or otherwise acquiring suitable
products and product candidates include the following:

B we may be unable to license or acquire the relevant technology on terms
that would allow us to make an appropriate return on the product;

B companies that perceive us to be their competitor may be unwilling to
assign or license their product rights to us; or

B we may be unable to identify suitable products or product candidates within
our areas of focus.

In addition, we expect competition for licensing and acquisition candidates
in the biotechnology and pharmaceutical fields to increase, which may mean
fewer suitable opportunities for us as well as higher prices. If we are unable
to successfully abtain rights to suitable products and product candidates, our
business, finrancial condition and prospects for growth coufd suffer,

If we fail to successfully manage any acquisitions, our ability to develop
our product candidates and expand our product candidate pipeline may be
harmed.

Following any future acquisitions, our failure to adequately address the financial,
operational or legal risks of these transactions could harm our business. Financial
aspects of these transactions that could alter our financial position, reported
operating results or stock price include:

B use of cash resources;

higher than anticipated acquisition costs and expenses;
potentially dilutive issuances of equity securities;
the incurrence of debt and contingent liabilities;

impairment losses or restructuring charges;

large write-offs and difficulties in assessing the relative percentages of
in-process research and development expense that can be immediately
written off as compared to the amount that must be amortized over the
appropriate life of the asset; and

B amortization expenses related to other intangible assets.

Operational risks that could harm our existing operations or prevent realization of
anticipated benefits from these transactions include:

@ challenges associated with managing an increasingly diversified business;
B disruption of our ongoing business;

B difficulty and expense in assimilating the operations, products, technology,
information systems or personnel of acquired companies;

B diversion of management’s time and attention from other business
concerns;

B inability to maintain uniform standards, controls, procedures and policies,
including the requirements of Sarbanes-Oxley;

® difficulty of confirming compliance with all applicable laws and
regulations;

® the assumption of known and unknown liabilities of acquired companies,
including intellectual property claims; and

W subsequent loss of key personnel.

If we are unable to successfully manage our acquisitions, our ability to develop
new products and continue to expand our product pipeline may be limited.

Risks Relating to Our Financial Results and Need for Financing
We have incurred substantial losses and cannot be certain when we wil
achieve ongoing profitability.

We recorded net income of $14.9 million for the year ended December 31, 2007,
but have incurred net losses of $44.0 million for the year ended December 31,
2006 and $198.2 million for the year ended December 31, 2005. It is possible
that we will incur operating losses in future periods which may be significant. As
of December 31, 2007, we had an accumulated deficit of $2.5 billion.

We expect to continue to incur significant expenses in connection with our
research and development programs and commercialization activities. As a result
we will need to generate significant revenues to continue to operate profitably
Our ability to generate future profits would be adversely impacted if our acquired
intangible assets, primarily resulting from our acquisition of COR, and goodwill
hecame impaired as a result of reduced market capitalization, reduced VELCADE
revenues, product failures or withdrawals.



We cannot be certain if and to what extent we will achieve ongoing profitability
because of the significant uncertainties with respect to our ability to successfully
develop products and generate revenues from the sale of approved products and
from existing and potentia! future strategic alliances.

We may need additional financing, which may be difficult to oblain. Our
failure to obtain necessary financing or deing so on unattractive terms could
adversely affect our business and operations.

We will require substantial funds to conduct research and development, including
preclinical testing and clinical trials of our potential products. We will also require
substantial funds to meet our abligations to our coltaborators, manufacture and
market products that are approved for commercial sale, including VELCADE, and
meet our debt service obligations. We may also reguire additional financing to
execute on product in-licensing or acquisition opportunities. Additional financing
may not be available when we need it or may not be avaitable on favorable
terms.

If we are unable to obtain adequate funding on a timely basis, we may have
to delay or curtail our research and development programs, our product
commercialization activities or our in-licensing or acquisition activities. We could
be required to seek funds through arrangements with collaborators or others that
may require us to relinquish rights to specified technologies, product candidates
or products which we would otherwise pursue on our own.

Our indebtedness and debt service obligations may adversely affect our cash
flow and otherwise negatively affect our operations.

At December 31, 2007, we had approximately $250.0 million of convertible
debt and $75.0 million of capital lease obligations. We may incur additional
indebtedness in the future, including long term debt, credit lines and property
and equipment financings to finance capital expenditures. We intend to satisfy
our current and future debt service obligations from cash generated by our
operations, our existing cash and investments and funds from external sources.
We may not have sufficient funds and we may be unable to arrange for additional
financing to satisfy our principal or interest payment obligations when those
obligaticns become due. Funds from external sources may not be avaifable on
acceptable terms, or at all.

Our indebtedness could have significant additional negative consequences,
including:

B increasing our vulnerability to general adverse economic and industry
conditions;

8 limiting our ability to obtain additional financing;

B requiring the dedication of a substantial portion of our cash flow from
operations to service our indebtedness, thereby reducing the amount of
our expected cash flow available for other purposes, including capital
expenditures and research and development,

B limiting our flexibility in planning for, or reacting to, changes in our business

and the industry in which we compete; and

18

B placing us at a possible competitive disadvantage to less leveraged
competitors and competitors that hzve better access to capital resources.

If we do not achieve the anticipated benefits of our restructuring efforts, or if
the costs of our restructuring efforts exceed anticipated fevels, our business
could be harmed,

We recorded net restructuring charges of $12.9 million for the year ended
December 31, 2007, $20.4 million for the year ended December 31, 2006, and
$77.1 million for the year ended December 31, 2005, Costs associated with
our restructuring efforts have included reducing personnel and infrastructure
resulting from the restructured relationship with SGP for INTEGRILIN in 2005 and
reducing our in-house research and development technologies and headcount
in areas in which we believe the work can now be outsourced cost effectively.
As a result of these efforts, we expect tn recognize other cost savings. We may
not achieve our estimated expense reductions or recognize other cost savings
anticipated from restructurings because such savings are difficult to predict and
speculative in nature.

A portion of our revenues and expenses is subject to exchange rate fluctuations
in the normal course of business, which could adversely affect our reported
results of operations.

We receive distribution fees from OBL based on worldwide sales of VELCADE
outside of the U.S, and we make payments for certain inventory purchases and
clinical trials outside of the U.S. As a result, cur financial position, results of
operations and cash flows can be affected by fluctuations in foreign currency
exchange rates, primarily the euro. Mavement in foreign currency exchange rates
could cause royalty revenug or clinical trial costs to vary significantly in the future
and may affect period-to-period comparisons of our operating resuits. Historically,
we have not hedged our exposure to these fluctuations in exchange rates.

Risks Relating to Collaborators
We depend significantly on our collaborators to work with us to commercialize
and develop products including VELCADE and INTEGRILIN.

Outside of the United States, we commercialize VELCADE through an alliance
with OBL. We began jointly promoting VELCADE in the United States in the
first quarter ot 2007 under a two-year agreement with OBI. On September 1,
2005, we transferred exclusive U.S. commercialization and development rights
of INTEGRILIN to SGP and SGP is solely responsible for the commercialization
and development of INTEGRILIN outside of Europe. GSK is responsible for
marketing and selling INTEGRILIN in Europe. We conduct substantial discovery
and development activities through strategic alliances, including with OBL for the
ongoing development of VELCADE.

We expect to enter into additional alliances in the future, especially in connection
with product development and commercialization. The success of our alifances
depends heavily on the efforts and activities of our collaborators.

Each of our collaborators has significant discretion in determining the efforts
and resources that it will apply to the alliance and the degree to which it shares
financial and product sales and inventory information. Qur existing and any future




alliances may not be scientifically or commercialty successful.

The risks that we face in connection with these existing and any future alliances
include the following:

M All of our strategic alliance agreements are for fixed terms and are subject
to termination under various circumstances, including, in many cases, such
as in our collaboration and our joint promoticn agreement with OBL and 0BI,

without cause.

Our collaborators may change the focus of their development and
commercialization efforts. Pharmaceutical and biotechnology companies
historically have re-evaluated their development and commercialization
priorities foliowing mergers and consolidations, which have been common
in recent years in these industries. The likelihood of some of our products,
including VELCADE and INTEGRILIN, to reach their potential could be limited
if our collaboraters decrease or fail to increase marketing or spending
efforts related to such products.

We expect to rely on our collaborators to manufacture many products
covered by our alliances.

In our strategic alliance agreements, we generally agree not to conduct
specified types of research and development in the field that is the subject
of the alliance. These agreements may have the effect of limiting the
areas of research and development that we may pursue, either alone or in
collaboration with third parties.

Our collaborators may develop and commercialize, either afone or with
others, products that are similar to or competitive with the products that are
the subject of the alliance with us,

Our collaborators may not properly maintain or defend our inteftectual
property rights or may use our proprietary information in such a way as to
expose us to potential litigation.

We are substantially dependent on SGP for future revenues related to
INTEGRILIN,

Under the terms of our revised agreement with SGP effective as of September 1,
2005, SGP began paying us royalties based on net product sales of INTEGRILIN.
Under the agreement, beginning in 2008, SGP no longer has minimum royalty
obligations to us. As a result, if SGP's INTEGRILIN sales are less than expected,
we will receive less royalty revenuse than we expect, which could have a material
adverse effect on our financial results and our ability to fund other parts of our
business.

We may not be successful in establishing additional strategic alliances, which
could adversely affect our ability to develop and commercialize products.

An important element of our business strategy is entering into strategic alliances
for the development and commercialization of selected products. In some
instances, if we are unsuccessful in reaching an agreement with a suitable
collaborator, we may fail to meet all of our business objectives for the applicable
product or program. We face significant competition in seeking appropriate
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collaborators, Moreover, these alliance arrangements are complex to negotiate
and time-consuming to document. We may not be successful in our efforts
to establish additional strategic alliances or other alternative arrangements.
The terms of any additional strategic alliances or other arrangements that we
establish may not be favorable to us. We may incur significant infrastructure,
research and development and other expenses as we try to maximize the value
of assets subject to these arrangements. Moreover, such strafegic alliances or
other arrangements may not be successful.

Risks Relating to Intellectual Property

If we are unable to obtain patent protection for our discoveries, the value
of our technology and products will be adversely affected. If we infringe
patent or other inteflectual property rights of third parties, we may not be
able to develop and commercialize our products or the cost of doing so may
increase.

Qur patent positions, and those of other pharmaceutical and biotechnology
companies, are generally uncertain and involve complex legal, scientific and
factual questions. Our ability to develop and commercialize products depends in
significant part on our ability to:

W obtain and maintain patents;

B obiainlicenses to the proprietary rights of others on commercially reasonable
terms;

& operate without infringing upon the proprietary rights of others;

8 prevent others from infringing on our proprietary rights; and

B protect trade secrets.

There is significant uncertainly about the validity and permissible scope ol
patents in our industry, which may make it difficult for us to obtain paten
protection for our discoverigs.

The validity and permissible scope of patent claims in the pharmaceutical and
biotechnology fields, including, for example, the genomics field, involve important
unresolved legal principles and are the subject of pubtic policy debate in the
United States and abroad. We have filed patent applications in the U.S. and abroad
seeking patent protection on our current products and our potential products
and processes emanating from our research and development, and we have
similarly obtained rights to various patents and patent applications from various
third parties under licensing arrangements. There is significant uncertainty both
in the United States and abroad regarding the duration and enforceability of
patent protection available for pharmaceutical and biopharmaceutical products
and processes. The ultimate scope of patent protection to be afforded such
inventions will be dependent upon the decisions rendered by patent offices,
courts and legislaters in the U.S. and abroad. Thus, there is no assurance that
our pending patent applications, or those of third parties that we have licensed,
will ultimately be granted as patents or that those patents that have issued or
will be issued in the future will withstand challenge in court or patent offices in
the UL.S. or abroad.



Third parties may own or control patents or patent applications and require us
to seek licenses, which could increase our development and commercialization
costs, or prevent us from developing or marketing our products.

We may not have rights under some patents or patent applications related to
some of our existing and proposed products or processes. Third parties may
own or controi these patents and patent applications in the United States and
abroad. Therefore, in some cases, such as those described below, in order to
develop, manufacture, sell or import some of our existing and proposed products
or processes, we or our collaborators may choose 1o seek, or be required to
seek, licenses under third party patents issued in the United States and abroad,
or those that might issue from United States and foreign patent applications.
In such event, we would be required to pay license fees or royalties or both
to the licensor. If licenses are not available to us on acceptable terms, we or
our collaborators may not be able to develop, manufacture, sell or import these
praducts or processes and we could be liabie to the holders of those licenses for
infringement damages.

Our MLN0O0O2 and MLN1202 product candidates are humanized monoclonal
antibodies. We are aware of third party patents and patent applications that refate
to humanized or modified antibodies, products useful for making humanized
or modified antibodies and processes for making and using recombinant
antibodies.

With respect to VELCADE, in June 2002, Ariad Pharmaceuticals, Inc., or Ariad,
sent to us and approximately 50 other parties a letter offering a sublicense for
the use of United States Patent No. 6,410,516, which is exclusively licensed to
Ariad. If this patent is valid and Ariad successfully sues us for infringement, we
would require a license from Ariad in order to manufacture and market VELCADE.
In 2002, Ariad filed a lawsit in the United States District Court for the District
of Massachusetts against Eli Lilly and Company, or Lilly, alleging infringement
of certain claims of Ariad’s patent. In May 2008, the jury rendered a verdict in
favor of Ariad that the claims of the patent asserted in the lawsuit are valid and
infringed by Lilly. The jury determined that a reasonable royalty of 2.3% should
be awarded. In July 2007, the court entered a judgment in accordance with the
jury verdict in favor of Ariad against Lilly. We expect that Lilly will challenge this
judgment and the validity of the patent with the U.S. Court of Appeals. in July
2007, Lilly filed a motion to stay entry of the final judgment by the court pending
re-exarnination of the patent and Ariad filed an opposition to this metion. In April
2005, Lilly also filed a request in the United States Patent and Trademark Office
to reexamine the patentability of certain claims of Ariad’s patent. In addition,
we are aware that Amgen Inc. has filed a declaratory relief action seeking an
invalidity ruling with respect to this patent. However, Ariad’s initial success in its
claim against Lilly may increase the possibility that Ariad could sue additional
parties, including us, and allege infringement of the patent.

The timing and ultimate outcome of the Lilly and Amgen litigations and the patent
re-examination proceeding cannot be determined at this time. As a result, we
cannot determine whether or when a final determination as to allowance or
rejection of the patent claims will be made or the outcome of any appeal of any
such decision that may follow such a ruling. Thus, at the present time, we cannot
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assess the probability of whether Ariad will seek to enforce the patent against
other companies, including our company.

We may become invoived in expensive patent litigation or other proceedings,
which could result in our incurring substantial costs and expenses or
substantial liability for damages or require us to stop our development and
commercialization efforts.

There has been substantial litigation and other proceedings regarding the patent
and other intellectual property rights in the pharmaceutical and biotechnology
industries. We may become a party to patent litigation or other proceedings
regarding intellectual property rights. For example, we believe that we hold patent
applications that cover genes that are also claimed in patent applications filed by
others. Interference proceedings before the United States Patent and Trademark
QOffice may be necessary to establish which party was the first to invent these
genes. In addition, from time to time, we receive unsolicited letters purporting to
advise us of the alleged relevance of third party patents.

The cost to us of any patent litigation or other proceeding, even if resolved in
our favor, could be substantial. Some of our competitors may be able to sustain
the cost of such litigation or proceedings more effectively than we can because
of their substantially greater financial resources. !f a patent litigation or other
proceeding is resolved against us, we or our collaborators may be enjoined
from developing, manufacturing, selling or importing our products or processes
without a ficense from the other party and we may be held liable for significant
damages. We may not be able to obtain any required license on commercially
acceptable terms or at all.

Uncartainties resulting from the initiaticn and continuation of patent litigation or
other proceedings could have a material adverse effect on our ability fo compete
in the marketplace. Patent litigation and other proceedings may also absorb
significant management time.

Our patent protection for any compounds that we seek to dgvelop may be
limited to a particular method of use or indication such that, if a third party
were to obtain approval of the compound for use in another indication, we
could be subject to competition arising from off-label use.

Although we generally seek the broadest patent protection available for our
proprietary compounds, we may not be able to obtain patent protection for the
actual compaosition of any particular compound and may be limited to protecting
a new method of use for the compound or otherwise restricted in our ability
to prevent others from exploiting the compound. Iif we are unable to obtain
patent protection for the actual composition of any compound that we seek to
develop and commercialize and must rely on method of use patent coverage,
we would likely be unable to prevent others from manufacturing or marketing
that compound for any use that is no* protected by our patent rights. i & third
party were to receive marketing approval for the compound for ancther use,
physicians could nevertheless prescribe it for indications that are not described
in the product’s labeling or approved by the FDA or other regulatory authorities.
Even if we have patent protection of the prescribed indication, as a practical
matter, we would have little recourse as a result of this off-label use. In that




event, our revenues from the commercialization of the compound would likely
be adversely affected.

If we fail to comply with our obligations in our inteflectual property licenses
with third parties, we could lose license rights that are important to our
business.

We are a party to various license agreements. In particular, we license rights to
patents for the formulation of VELCADE and issued patents relating to MLNOOO2,
MLN0518 and MLN1202. We may enter into additional licenses in the future.
Our existing licenses impose, and we expect future licenses will impaose, various
diligence, milestone payment, royalty, insurance and other gbligations on us.
If we fail to comply with these cbligations, the licensor may have the right to
terminate the license, in which event we might not be able to market any product
that is covered by the licensed patents.

Competition from generic pharmaceutical manufacturers could negatively
impact our products sales.

Competition from manufacturers of generic drugs is a major challenge for
us in the U.5. and is growing internationaily. Upon the expiration or loss of
patent protection for one of our products, or upon the “at-risk” launch {despite
pending patent infringement litigation against the generic product) by a generic
manufacturer of a generic version of one of our products, we could lose the major
portion of sales of that product in a very short period, which could adversely
affect our business.

Generic competitors operate without our large research and development
expenses and our costs of conveying medical information about our products to
the medical community. In addition, the FDA approval process exempts generics
from costly and time-consuming clinical trials to demonstrate their safety and
efficacy, allowing generic manufacturers to rely on the safety and efficacy data
of the innovator product. Generic products, however, need only demonstrate
a level of availability in the bloodstream equivalent to that of the innovator
product. This means that generic competitors can market a competing version
of our product after the expiration or loss of our patent and charge much less.
The issued U.S. patents related to VELCADE expire in 2014 with patent term
extension for VELCADE expiring in 2017 and the issued foreign patents expire in
2015 with extensions issued or pending in a number of countries. However, we
may not be granted any such potential or pending extension. The issued United
States patents that cover INTEGRILIN expire in 2014 and 2015 and the issued
foreign patents expire between 2010 and 2014. Qur patent-protected products
also can face competition in the form of generic versions of branded products of
competitors that lose their market exclusivity.

In addition, third parties could produce counterfeit products labeled as VELCADE,
INTEGRILIN or other of our products in the future. Counterfeit products could
reduce sales or compromise goodwill associated with our product brands.

Risks Relating to Product Manufacturing, Marketing and Sales
We depend on third parties to successfully perform certain sales, marketing
and distribution functions on our behalf and we may be required to incur
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significant costs and devole significant efforts to augment our existing
capabilities.

We market and sell VELCADE in the United States through our cancer-specific
sales force. In the first quarter of 2007, we began jointly promoting VELCADE
in the United States with 0BI. Our success in selling VELCADE depends heavily
on the performance of these sales forces. In areas outside the United States
where VELCADE has received approval, OBL or its affiliates market VELCADE.
As a result, our ability to earn revenue related to VELCADE outside of the United
States depends entirely on 0BL.

SGP exclusively markets INTEGRILIN in areas outside of Europe, including the
United States, and GSK exclusively markets INTEGRILIN in Europe. As a result, our
success in receiving royalties and milestone payments from sales of INTEGRILIN
depends entirely on the marketing efforts of these third parties.

Depending on the nature of the products for which we obtain marketing
approval, we may need to rely significantly on sales, marketing and distribution
arrangements with our collaborators and other third parties. For example, some
types of pharmaceutical products require a large sales force and extensive
marketing capabilities for effective commercialization. If in the future we
elect to perform sales, marketing and distribution functions for these types of
products ourselves, we wouid face a number of additional risks, including the
need to recruit a large number of additional experienced marketing and sales
personnel.

Because we have no commercial manufacturing capabilities, we are
dependent on third party manufacturers to manufacture products for us, or
we will be reguired to incur significant costs and devote significant efforts to
establish our own manufacturing facilities and capabilities.

We have no commercial-scale manufacturing capabilities. In order to continue
to develop products, apply for regulatory approvals and commercialize products,
we will need to develop, contract for or otherwise arrange for the necessary
manufacturing capabilities.

We currently rely substantially upon third parties to produce material for
preclinical testing purposes and expect to continue to do so in the future. We also
currently rely, and expect to continue to rely, upon other third parties, potentially
including our collaborators, to produce materials required for clinical trials and
for the commercial production of our products.

There are a limited number of contract manufacturers that operate under the
FDA’s current Good Manufacturing Practices, or GMP, regulations capable
of manufacturing our products. In addition, the FDA will inspect our contract
manufacturers prior to granting approval of a new drug application, and will
conduct periodic, unannounced inspections to ensure strict ongoing compliance
with current GMPs and other applicable regulations. If we are unable to arrange
for third party manufacturing of our products, or to do so on commercially
reasonable terms, we may not be able to complete devetopment of our products
or commercialize them, or we may experience delays in doing so.

Reliance on third party manufacturers entails risks to which we would not be



subject if we manufactured products ourselves, including reliance on the third
party for regulatory compliance, the possibility of breach of the manufacturing
agreement by the third parly because of factors beyond our control and the
passibility of termination or non-renewal of the agreement by the third party,
based on its own business priorities, at a time that is costly or inconvenient
for us. Any failure by our third party manufacturers to comply with applicable
regulations, including current GMP regulations, could result in sanctions being
imposed on the manufacturers or us, including fines, injunctions, civil penalties,
failure of regulatory authorities to grant marketing apgroval of our product
candidates, defays, suspension or withdrawal of approvals, seizures or recalls
of products, operating restrictions and criminal prosecutions, any of which could
significantly and adversely affect our business.

We may in the future elect to manufacture some of our products in our own
manufacturing facilities. We would need to invest substantial additional funds
and recruit qualified personnel in order to build or lease and operate any
manyfacturing facilities.

Because we have no commercial manufacturing capability for VELCADE or
INTEGRILIN, we are dependent on third parties lo produce product sufficient
to meet market demand.

We are responsible for managing the supply of material for all clinical and
commercial production of VELCADE, including VELCADE that OBL sells or uses
in clinical trials, and INTEGRILIN, including INTEGRILIN that SGP and GSK sell or
use in clinical trials.

We rely on third party contract manufacturers to manufacture, fill/finish and
package VELCADE for both commercial purposes and for all clinical trials, We
have established long-term supply relationships for the production of commercial
supplies of VELCADE. We work with one manufacturer, with whom we have a long-
term supply agreement, to complete fill/finish for VELCADE, and have contracted
with a second manufacturer who will provide filiffinish services for VELCADE in
the future. Hf any of our current third party manufacturers performing preduction
and fillfinish for VELCADE are unable or unwilling to continue petforming these
services for us, and we are unable to find a replacement manufacturer or in
the future we are otherwise unable to contract with manufacturers to produce
commercial supplies of VELCADE in a cost-effective manner, we coufd run out
of VELCADE for commercial sale and clinical trials and our business could be
substantiatly harmed.

We have no manufacturing facilities for INTEGRILIN and, accordingly, rely on
third party contract manufacturers for the clinical and commercial production
of INTEGRILIN. We have three approved manufacturers, two of which currently
provide us with eptifibatide, the active ingredient necessary to make INTEGRILIN.
Solvay, one of the current manufacturers, owns the process technology used
by it for the production of eptifibatide. We expect to cease receiving eptifibatide
from Solvay by the end of 2008. Thereafter, Lonza will be our sole source
manufacturer of eptifibatide, and we own the process technology utilized by it.
We have two approved manufacturers that currently perform fillfinish services
for INTEGRILIN and two packaging suppliers for INTEGRILIN for the United States.
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If our cutrent manufacturers are unable to continue or decide to discontinue their
manufacturing, fillffinish or packaging services and we are unable to secure
alternative manufacturers, the supply of INTEGRILIN could be adversely affected
which could substantially harm our busiress. Furthermore, if we are responsible
for supply chain failures that adversely impact OBL or SGP, we could be liable to
these parties for any losses they may incur.

In 2006, Solvay raised concerns that the new Millennium process may have
been developed using information asseried to be confidential and proprietary to
Solvay. We subsequently met with Solvay to demonstrate why we believe no such
information was used to develop our new process. If Solvay nevertheless brings
a successful claim relating to these concerns and prevails, our ability to practice
our new process could be negatively impacted, which coutd adversely affect our
ability to obtain INTEGRILIN from suppliers using the new process or the cost of
manufacturing eptifibatide and could in turn negatively impact our business.

If we fail to obtain an adequate level of reimbursement for our products by
third party payors, there may be no commercially viable markets for our
products.

The availability and levels of reimbursement by governmental and other third
party payors affect the market for any pharmaceutical product or health care
servige. These third party payors continually attempt to contain or reduce the
costs of health care by challenging the prices charged for medical products and
services. In some foreign countries, particularly the countrigs of the European
Union, the pricing of prescription pharmaceuticals is subject to governmental
control. We may not be able to sell our products as successfully or as profitably as
we expect if we are required to sell our products at lower than anticipated prices,
reimbursement is unavailable or limited in scope or amount or product price
increases we implement result in reduced demand or government chailenges.

In particular, third party payors could lcwer the amount that they will reimburse
hospitals or doctors to treat the concitions for which the FDA has approved
VELCADE or INTEGRILIN, If they do, prizing leve!s or sales volumes of VELCADE
or INTEGRILIN may decrease. In addition, it we fail to comply with the rules
applicable to the Medicaid and Mediczare programs, we could be subject to the
imposition of civil or criminal penalties or exclusion from these programs.

In foreign markets, a number of different governmental and private entities
determine the level at which hospitals will be reimbursed for administering
VELCADE and INTEGRILIN to insured patients. If these levels are set, or reset,
too low, it may not be possible to sell VELCADE or INTEGRILIN at a profit in these
markets.

In both the United States, on federal and state levels, and foreign jurisdictions, there
have been a number of legislative and regulatory proposats to change the health
care system, For example, the Medicare Prescription Drug and Modernization
Act of 2003 and its implementing regulations impose new requirements for the
distribution and pricing of preseription drugs which may adversely affect the
marketing of our products. Further proposals are also likely. The potential for
adoption of additional proposals and ensuing uncertainty among prescribers
could impact sales levels and couid affect the timing of product revenue, our




ability to raise capital, obtain additional collaborators and market our products.

In addition, we believe that the increasing emphasis on managed care in the
Uinited States has and will continue to put pressure on the price and usage of our
present and future products, which may adversely affect product sales. Further,
when a new therapsutic product is approved, the availability of governmental or
private reimbursement for that product is uncertain, as is the amount for which
that product will be reimbursed. We cannot predict the availability or amount of
reimbursement for our product candidates, and current reimbursement policies
for VELCADE or INTEGRILIN could change at any time.

Other matters also could be the subject of U.S. federal or state legislative or
requlatory action that could adversely affect our business, including the
importation of prescription drugs that are marketed outside the U.S. and sold at
jower prices as a result of drug price regulations by the governments of various
foreign countries. Such legislation or regulatory action could lead to a decrease
in the price we receive for any approved products, which, in turn, could impair
our ability to generate revenue. Alternatively, in response to legislation such as
this, we might elect not to seek approval for or market our products in foreign
jurisdictions in order to minimize the risk of re-importation, which could aiso
reduce the revenue we generate from our product sales.

We face a risk of product liability claims and may not be able to obtain
insurance.

Our business exposes us to the risk of product liability claims that is inherent
in the manufacturing, testing and marketing of human therapeutic products. In
particular, VELCADE and INTEGRILIN are administered to patients with serious
diseases who have a high incidence of mortality. Aithough we have product
liabllity insurance that we believe is appropriate, this insurance is subject to
deductibles, co-insurance requirements and coverage limitations and the market
for such insurance is becoming more restrictive. We may not be able to obtain
or maintain adequate protection against potential liabilities. If we are unable to
obtain insurance at acceptable cost or otherwise protect against potential product
liahility claims, we will be exposed to significant liabilities, which may materially
and adversely affect our business and financial position. These liabilities could
prevent or interfere with our product commercialization efforts.

We face a risk of government enforcement ackions in connection with
marketing activities.

Because we are a company operating in a highly regulated industry, for many
reasons, regulatory authorities could take enforcement action against us in
connection with our marketing activities, including, among other things, seizure
of allegedly misbranded product, cessation of promotional activities, imposition
of significant fines, injunction or criminat prosecution against us and our officers
or employees, and exclusion from government health care programs.

Our labeling and promotional activities relating to our products are regulated
by the FDA and other federal and state regulatory agencies and are subject to
associated risks. If we fail to comply with FDA regulations prohibiting promotion
of off-label uses and the promotion of products for which marketing approval
has not been obtained, the FDA, or the Office of the Inspector General of the

Department of Health and Human Services or state Attorneys General could bring
an enforcement action against us that could inhibit our marketing capabilities as
well as result in significant penalties.

In addition to FDA requirements, our marketing activities are affected by
government regulations and professional standards that constrain marketing
practices in the pharmaceutical industry. These include, for example, anti-
kickback laws that broadly prohibit payments or other incentives for physicians
to prescribe a drug or to select one drug over another; self-referral laws that
prohibit transactions in which physicians direct business to suppliers from which
they receive compensation or have other financial ties; and industry standards
and state laws intended to prevent conflicts of interest in arrangements between
health care providers and the pharmaceutical industry.

Guidelines and recommendations can affect the use of our products.

Government agencies promulgate regulations and guidelines directly applicable
to us and to our products. In addition, professional societies, practice
management groups, private health and science foundations and organizations
involved in various diseases from ime to time may also publish guidelines or
recommendations to the health care and patient communities. Recommendations
of government agencies or these other groups or organizations may relate tc
such matters as usage, dosage, route of administration and use of concomitan
therapies. Recommendations or guidelines suggesting the reduced use of oul
products or the use of competitive or alternative products that are followec
by patients and health care providers could result in decreased use of ous
products.

Risks Relating to Holding Our Common Stock
The trading price of our common stock could be subject to significan
fluctuations.

The trading price of our common stock has been quite volatile, and may be
volatile in the future. During the year ended December 31, 2007, our commor
stock traded as high as $16.62 per share and as low as $9.49 per share
Factors such as announcements of our or our competitors’ operating results
data from our competitors’ clinical tria! results, changes in our prospects, marke!
cenditions for biopharmaceutical stocks in general and analyst recommendation:
or commentary concerning our or our competitors’ products or business coulc
have a significant impact on the future trading prices of our common stock.

In particular, the trading price of the common stock of many biopharmaceutica
companies, including ours, has experienced exireme price and volum
fluctuations, which have at times been unrelated to the operating performance
of such companies whose stocks were affected. Some of the factors that may
cause volatility in the price of our securities include:

W product revenues and the rate of revenue growth,
8@ introduction or success of competitive products;

B clinical trial results and reguiatory developments;
[ |

guarterly variations in financial results and guidance to the investmen
community with respect to future financial results;



W business and product market cycles; We have anti-fakeover defenses that could delay or prevent an acquisition and
& fluctuations in customer requirements; could adversely affect the price of our common stock.

W availability and utilization of manufacturing capacity; Provisions of our certificate of incorporation and bylaws and of Delaware law
B timing of new product introductions; and could have the effect of delaying, deferring or preventing an acquisition of our
[ ]

company. For example, we may issue shares of our authorized “blank check”
preferred stock and our stockholders are limited in their ability to call specia!
stockholder meetings. In addition, we 7ave issued preferred stock purchase
rights that would adversely affect the economic and veting interests of a persen
or group that seeks to acquire us or a * 5% or greater interest in our common
stock without negotiations with our board of directors.

our ability to develop and implement new technologies.

The price of our common stock may also be affected by the recommendations,
estimates and projections of the investment community and our ability to meet or
exceed the financial projections we provide to the public. The price may also be
affected by general economic and market conditions, and the cost of operations
in our product markets. While we cannot predict the individual effect that these
factors may have on the price of our securities, these factors, either individually
or in the aggregate, could result in significant variations in price during any given
period of time. We cannot assure you that these factors will not have an adverse
effect on the trading price of our common stock.

[TEM [B. UNRESOLVED STAFF COMMENTS

There are no unresclved comments from the Staff of the U.S. Securities and
Exchange Commission,

[TEM 2. PROPERTIES

We lease a total of approximately 1,177,000 square feet of office

and laboratory space. This table contains information aboutour | Squar: feet g . Stquare

materially important leased properties as of December 31, :zsre:: (f]::tre :;::gatr: Lease expiratio
2007. Location operations sublet sublease Use date

In' connection with our 2003, 2005 and 2006 restructuring ‘ Several locations in 461,906  427.086 147468  corporate 2008 to 2020
nitiatives and resulting consolidation of facilities, we have | Cambridge, headquarters

sublet and are seeking to sublease certain of our leased Massachusetts office

facilities as shown in the table to the right. Where possible, we laboratory

plan to sublease those facilities through the end of the lease South San Francisco, —— 78,117 58,125 office 2011
terms. We believe that our leased and occupied facilities will California laboratory

be adequate to meet our requirements for the near term.

ITim 3. LEGAL PROCEEDINGS I

We are not a party to any materia! legal proceedings.

[TiEM 4. SUBMISSION OF MATTERS TO A VOTE OF SEQURITY HOLDERS

No matters were submitted to a vote of our security holders, through December 31, 2007.
solicitation of proxies or otherwise, during the 1ast quarter of the year ended
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OUR EXECUTIVE OFFICERS

Deborah Dunsire, M.D. Chief Executive Officer and President

(since Juty 2005)

Age 45

Dr. Dunsire is Chief Executive Officer and President of Millennium (since July
2005). Prior to joining Millennium, Dr. Dunsire was Head of North American
Oncology Operations (2000 to July 2005) and Vice President, Oncology Business
Unit (1996 to 2000) of Novartis, a pharmaceutical company. Prior to that she held
various positions with Sandoz, a pharmaceutical company (1988 to 1996) in the
areas of product management, scientific development and clinical research. Dr.
Dunsire is a director of Allergan, Inc., a pharmaceutical company.

Christophe Bianchi, M.D. Executive Vice President, Commercial Operations
{since February 2006)

Age 46

Prior to joining Millennium, Dr. Bianchi was Vice President, Business Unit
Head, Oncology of sanofi-aventis US (formerly sanofi-syntheiabo USA), a
biopharmaceutical company {2004 to January 2006). Previously, he was Vice
President, Internal Medicine and Central Nervous System Business Unit at sanofi-
synthelabo {2001 to 2004). He served as President Europe, Senior Vice President
Global Marketing and Business Development of Sangstat Pharmaceuticals, a
biopharmaceutical company (2000 to 2001). Or. Bianchi held various positions
with Rhone-Poulenc Rorer, a biopharmaceutical company (1989 to 1999), where
his last position was Vice President of Global Marketing.

Joseph B. Bolen, Ph.D. Chief Scientific Officer

(since December 2006)

Age 54

Dr. Bolen was Senior Vice President of Research and Drug Discovery (from August
2003 to December 2006), Senior Vice President of Discovery Research (from
April 2002 to August 2003) and Vice President of Oncology {from August 1999
to April 2002). Prior to joining Millennium, Dr. Bolen held various positions in the
field of encology research and development in life sciences companies, including
Vice President of Oncologic Diseases at Hoechst Marion Rousse!.

Marsha H. Fanucci Senior Vice President and Chief Financial Officer

{since July 2004)

Age 54

Ms. Fanucei was Senior Vice President, Finance and Corporate Strategy of
Millennium (October 2003 to July 2004}, Vice President, Finance and Corporate
Strategy (July 2003 to October 2003) and Vice President, Corporate Development
{July 2000 to July 2003). Prior to joining Millennium, she was Vice President,
Corporate Development and Strategy of Genzyme Corporation, a biotechnology
company {August 1998 to June 2000).
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Stephen M. Gansler Senior Vice President, Human Resources

{since February 2006)

Age 53

Prior to joining Millennium, Mr. Gansler was Vice President, Human Resources of
Synta Pharmaceuticals, Inc., a biotechnology company (2005 o February 2006).
He was Senior Vice President, Human Resources of Covanta Energy Corporation,
a provider of waste-to-energy services {2001 to 2004). Prior to that, Mr. Gansler
held Vice President of Human Resources positions at Johnson & Johnson,
a diversified health care company (1981 to 2001} and was a member of the
management board of a number of Johnson & Johnson companies.

Laurie B. Keating Senior Vice President and General Counsel

{since September 2004) and Assistant Secretary (since August 2006)

Age 54

Ms. Keating also served as Secretary of Millennium (September 2004 to August
2006). Prior to joining Millennium, Ms. Keating was Vice President of Operations
and Finance (September 2003 to September 2004), member of the Board of
Directors (June 2001 to December 2007) and Chief Executive Officer (June 2001
to September 2003) of Hydra Biosciences, Inc., a biopharmaceutical company.
Previously she held a variety of senior executive positions at high technology
companies, including serving as Senigr Vice President, General Counsel and
Secretary of lomega Corporation and Sybase, Inc.

Anna Protopapas Senior Vice President, Corporate Development

{since March 2005)

Age 43

Ms. Protopapas was Vice President, Corporate Development of Millennium (March
2001 to March 2005}, Senior Director, Corporate Development {April 1999 to
March 2001) and Director, Corporate Development {October 1987 to April 1999).
Prior to joining Millennium, Ms. Protopapas held a variety of marketing and
business development roles in companies outside of the life sciences field.

Nancy Simonian, M.D. Chief Medical Officer, Clinical, Medical and Regulatory
Affairs (since December 2006)

Age 47

Dr. Simonian served as Senior Vice President, Clinical, Medical and Regulatory
Affairs (from 2004 to December 2006). She was Senior Vice President, Clinical
Research (from 2003 to 2004) and joined Millennium as Vice President, Clinical
Research (2001 to 2003). Prior to joining Millennium, Dr. Simonian was Vice
President of Clinical Research at Biogen, Inc., a bictechnoleyy company.

Peter F. Smith, Ph.D Senior Vice President, Non-Clinical Development
Sciences (since June 2007)

Age 50

Dr. Smith has served as Senior Vice President at Millennium since April 2001.
He joined Millennium as Senior Vice President, Drug Safety and Disposition
and Comparative Medicine (from April 2001 to June 2007). Previously he held
a variety of senior executive positions at life sciences companies, including
Pharmacia and Searle/Monsanto.




ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY,

RELATED STOCKHOLDER MATTERS AND ISSUER

PURCHASES OFF EQUITY SECURITIES

Market Price of and Dividends on Millennium’s Common Stock
and Related Stockholder Matters

Qur common stock is traded on the NASDAQ Global Select Market under the
symbo! “MLNM.” Prior to July 2008, our common stock traded on the NASDAQ
National Market. The following table reflects the range of the reported high and
low last sale prices of our common stock for the periods indicated.

2007 2006
Firstquarter .............. $11.53 $10.24 $11.15 $9.85
Second quarter ............ 12.09 9.88 10.09 8.04
Third quarter .............. 10.89 9.66 1099 895
Fourthquarter ............. 15.99 10.09 11.97  9.83

On February 22, 2008, the closing price per share of our common stock
was $13.33, as reported on the NASDAQ Global Select Market, and we had
approximately 1,431 stockholders of recard.

We have never declared or paid any cash dividends on our common stock. We
anticipate that, in the foreseeable future, we will retain any earnings for use in the
operation of our business and will not pay any cash dividends.

Recent Sales of Unregistered Securities; Uses of Proceeds from
Registered Securities
None,

STOCK PERFORMANCE GRAPH
The following perfarmance graph and related information shall not be
deemed “soliciting material” or to be “filed” with the Securities and Exchange
Commission, nor shall such information be incorporated by reference into any
future filing under the Securities Act of 1933 or Securities Exchange Act of
1934, each as amended, except to the extent that we specifically incorporate
it by reference into such filing.

This graph compares the performance of Millennium common stock with the
performance of the NASDAQ Composite Index and the NASDAQ Pharmaceuticals
index (assuming reinvestment of dividends). The graph assumes $100 invested
at the per share closing price on the NASDAQ Global Select Market in Millennium
and each of the indices on December 31, 2002, Measurement points are on the
last trading days of the years ended December 31, 2003, December 31, 2004,
December 31, 2005, December 31, 2006 and December 31, 2007.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN

Among Millennium Pharmaceuticals, Inc, The NASDAG Composite Index And The NASDAQ Pharmaceutical Index
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12/02 12/03 12/04 12/05 12/06 12/07
12/31/2002 12/31/2003 12/31/2004 12/31/2005 12/31/2006 12/31/2007
Millennium Pharmaceuticals, Inc. .. 100.00 234.89 152.90 12217 137.28 188.66
NASDAQ Composite Index ....... 100.00 149.75 164.64 168.60  187.83 205.22
NASDAQ Pharmaceuticals Index ... 100.00  144.89 160.46 16065  163.42 154.46




[TEM 6. SELECTED FINANCIAL DATA

The following sefected financial data are derived from the consolidated financial
statements of Millennium Pharmaceuticals, Inc. The data should be read in
conjunction with “Management’s Discussion and Analysis of Financial Condition

and Results of Operations” and the consclidated financial statements and related

notes included elsewhere in this Annual Report on Form 10-K.

Millennium Pharmaceuticals, Inc.
Selected Financial Data

Year Ended December 31,

2007 2006 2005 2004 2003
(in thousands, except per share amounts)
Consolidated Statements of Operations Data:
Revenues:
Netproductsales ... . i $ 265,241 § 220,452 $192,073 $143,052 $ 59,647
Co-promotionrevenue .. ... .. ... — — 123,524 206,264 184,333
Revenue under strategic alliances  ......... . ........ ... 000 95417 131,675 204,519 98,890 189,707
Royalties(Note 1) ... ... .o s 166,867 134,703 38,192 — —
‘ Totalrevenues .. ... ... e 527,525 486,830 558,308 448,206 433,687
' Costs and expenses:
Cost of sales {excludes amortization
of acquired intangible assets) ........ ... ... L 28,380 45,445 141,327 70,286 61,189
Researchand development ... ... . ... ... ... .......... 287,094 310,410 334110 392683 478,113
Selling, general and administrative ......................... 189,062 162,893 188,673 206,518 189,255
Restructuring  ........ .. o i 12,886 20,393 77,110 38,033 191,013
Amortization of intangibles  ............ ... .. ... oL 33,950 33,950 33,987 33,512 38,890
Total costs and XpPenses ...t 551,372 573,591 775,207 741,033 958,460
Loss fromoperations .......... .. ... e (23,847) {86,761) (216,899) (292,827) (924,773)
Otherincome,net ... ... ... ... ... .. i, 38,756 42,808 18,650 40,530 41,086
Netincome (I0SS) ... ... .. $14,900 $ (43,953) $(198,249) $ (252,297) $ (483,687
Amounts per common share:
Earnings (loss) per share, basicand diluted  ................... $0.05 $(0.14) 5064 $(0.83) $01.63)
Weighted average shares, basic ... ... ... ..coiiiiiiinn.. 318,221 313,724 308,284 304,830 297 641
Weighted average shares, diluted  ........... ... ... ... ..., 321,320 313,724 308,284 304,830 297 641
Consolidated Balance Sheet Data:
Cash, cash equivatents and marketable
SECUNES . $ 891,276 $ 894,349 $ 645,588 $700,407 $915,303
Total As8elS . e 2,736,500 2,751 812 2,527,632 2,757,031 3,010,263
Current liabilities ... ... oo 132,475 225,519 164,595 240,861 255,758
Capital lease obligations, netof current portion  ................ 73,795 75,041 76,226 80,452 87,889
Long term debt, net of currentportion  ........... ... ... ... .. 250,000 250,000 99,571 105,461 105,461
Stockholders’ equity ... .. . 2,236,893 2,145,177 2,101,678 2,272,994 2,501 526

Note 1: On September 1, 2005, Millennium transferred the exclusive U.S. rights for INTEGRILIN products to Schering Corperation and Schering-Plough, Ltd. In connection with the
closing of the transaction, the Company no longer reports co-promotion revenue and now records royalty revenue as a separate line item.
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ITEM 7 MANAGEMENT'S DISCUSSION AND ANALYSIS

OF FINANCIAL

CONDITION AND RESULTS OF OPERATIONS

Our management's discussion and analysis of our financial condition and results
of our operations contains forward-looking statements, including statements
about our growth and future operating results, discovery and devefopment
of products, strategic alliances and intellectual property. For this purpose,
any statement that is not a statement of historical fact should be considered
a forward-looking statement. We often use the words “expect,” “anticipate,”
“intend,” “plan,” “believe,” “may,” “will” and similar expressions to help identify
forward-looking statements.

Actual results may differ from thase indicated by such forward-looking statements
as a result of various important factors, including, without limitation, those factors
discussed in this annual report under the heading “Risk Factors.”

Overview

We are an innovation-driven biopharmaceutical company focused on discovering,
developing and commercializing medicines to improve the lives of patients with
cancer, inflammatory bowel diseases and other inflammatory diseases. We
currently commercialize VELCADE, the global market leader for the treatment of
patients with multiple myeloma who have received at least ane prior therapy and
the United States market leader for the treatment of mantle cell lymphoma, or
MCL, patients who have received at least one prior therapy. We are also awaiting
a decision from the Food and Drug Administration, or FDA, to market VELCADE
for patients with newly diagnosed multiple myeloma. We have a development
pipeline of clinical and preclinical product candidates in our therapeutic focus
areas of cancer and inflammatory diseases. We have an oncology-focused drug
discovery organization. Strateqgi¢ business relationships are a key component
of our business to maximize the global potential of our products and product
candidates.

In January 2007, we began, with Ortho Biotech Inc., or OB, to jointly promote
VELCADE for a two year time period in the United States. We believe this
collaboration, with the well-established 0Bl oncology sales force, is helping us
to realize the full potential of VELCADE in the U.S. market. In May 2007, the
FDA granted marketing approval to OBI for the combination therapy of VELCADE/
DOXIL® {pegylated liposomal doxorubicin} in multiple myeloma patients who
have received at least one prior therapy.

Qur husiness strategy is to build a portfolio of new medicines based on our
understanding of genomics and protein homeostasis, which is a set of particular
molecular pathways that affect the establishment and progression of diseases.
These molecular pathways include the related effects of proteins on cellular
performance, reproduction and death. We plan to develop and commerciafize
many of our products on our own, but expectto seek development and commercial
collaborators when favorable terms are available or when we otherwise believe
that doing so would be advantageous to us.

In the near term, we expect to focus our commerciai activities in cancer where
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we plan to build on our commercial and regulatory experience with VELCADE.
We also are working to obtain approval to market VELCADE in the United States
and, through Ortho Biotech Products, L.P, or OBL, a member of The Johnson &
Johnson Family Of Companies and an aff liate of 0BI, outside of the United States
for the treatment of multiple myeloma in newly diagnosed, or front-line, patients
and for the treatment of additional types of cancers. We believe, if approved,
these additional uses of VELCADE would lead to a significant expansion of our
cancer business.

In the area of inflammatory disease, we are advancing novel product candidates
in clinical development as potentiat trealments for serious and widely prevalent
conditions. For example, MLNQOQO2 is a highly selective gut-targeted immune
therapy being studied in inflammatory bowel diseases. We expect to initiate
pivotal trials with MLNOCO2 in patients with moderate to severe ulcerative colitis
and Crohn's disease in late 2008 or early 2009. If we successfully complete these
trials and are successful in obtaining FDA approval, we believe MLNOOG2 could
be available to patients as early as 2012,

In the long term, we expect to bring new products to market on a regular basis
from our pipeline of discovery and development-stage programs. We also expect
to continue to evaluate opportunities to in-license and acquire molecules from
other companies in order to supplement our pipeline.

VELCADE

in May 2003, the FDA granted us approval to market VELCADE for the treatment
of multiple myeloma patients who have received at least two prior therapies and
have demonstrated disease progression on their most recent therapy, commonly
referred to as third-line and beyond. {n March 2005, the FDA granted us approval
for the treatment of patients with multiple myeloma who have received at least
one prior therapy, commonly referred to as relapsed, or second-ling multiple
myeloma.

In late 2007, we announced positive resLilts from the large, randomized, Phase I
VISTA trial in patients with newly diagnosed multiple myeloma who are not eligible
for stem cell {ransplantation. In this trial, the therapy of VELCADE, melphalan
and predniscne demonstrated a highly statistically significant improvement,
compared with melphalan and predniscne alone across all efficacy endpoints.
In December 2007, we filed a supplementary new drug application, or sNDA, for
use of VELCADE in patients with newly diagnosed muktiple myeloma. The filing
was granted priority review by the FDA. The FDA decision date for approval is
scheduted to occur by June 20, 2008.

Qutside of the United States, VELCADE is approved by the European Commission
as a monotherapy for multiple myeloma patients who have received at least one
prior therapy and who have already undergone or are unsuitable for bone marrow
transplantation. Regulatory authorities in a number of other countries, including
countries within Latin America, South-East Asia and Japan have also approved




VELCADE. The product is now approved in more than 85 countries. In December
2007, 0BL submitted a variation to their Marketing Authorization to the European
Medicines Evaluation Agency, or EMEA, for use of VELCADE for the treatment
of newly diagnosed multiple myeloma. We expect the EMEA's decision an the
submission by the end of 2008.

In December 2006, the FDA granted approval of VELCADE for the treatment
of patients with MCL who have received at (east one prior therapy, commonly
referred to as relapsed, or second-line MCL.

Our Alliances

VELCADE

Ortho Biptech Collaborations

In June 2003, we entered into an agreement with OBL to collaborate on the
commercialization of VELCADE and with Johnson & Johnson Pharmaceutical
Research & Development, L.L.C., or JJPRD, for the continued clinical development
of VELCADE. OBL and its affiliate, Janssen-Cilag, are commercializing VELCADE
outside of the United States, and Janssen Pharmaceutical K.X. is responsible
for Japan. We receive distribution fees from OBL and its affiliates from sales
of VELCADE outside of the United States. We record these distribution fees as
royalties. We manage the supply chain for VELCADE at the expense of OBL for
products sold in the OBL territories. We retain a limited option to co-promote
VELCADE with OBL at a future date in specified European countries.

We are engaged with JJPRD in an extensive global program for further clinical
development of VELCADE with the purpose of maximizing the commercial
potential of VELCADE. This program is investigating the potential of VELCADE
to treat multiple forms of tumaors, including continued clinical development of
VELCADE for multiple myeioma and non-Hodgkin’s lymphoma, or NHL. JJPRD
was responsible for 40% of the joint development costs through 2005 and is now
responsible for 45% of those costs. We are responsible for the remaining 55%
of the joint development costs. We are eligible to receive payments from JJPRD
or OBL for achieving clinical development milestones, regulatory milestones
outside of the United States or agreed-upon sales levels of VELCADE outside of
the United States.

In October 2006, we entered into a two-year agreement with OBI to jointly
promote VELCADE in the U.S. Under the terms of the agreement, in the first
quarter of 2007, OBl began jointly promoting VELCADE with us to U.S.-based
physicians. Under this agreement, we pay the ¢ost of a portion of the 0B! sales
effort dedicated to VELCADE and a commission if sales associated with the
increased effort exceed specified targets. Both parties are able to terminate the
agreement under certain circumstances and subject to fees. We continue to be
responsible for commercialization, manufacturing and distribution of VELCADE
in the U.S.

INTEGRILIN

Through August 31, 2005, we co-promoted INTEGRILIN in the United States
in collaboration with Schering-Plough Ltd. and Schering Corporation, together
referred to as SGP, and shared profits and losses. Since September 1, 2005, SGP
has marketed INTEGRILIN in the United States and specified other areas outside
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of the European Union. GlaxoSmithKline pic, or GSK, markets INTEGRILIN in the
European Union under a license from us.

SGP Coltaboration

In April 1995, COR entered into a collaboration agreement with SGP to jointly
gdevelop and commercialize INTEGRILIN on a worldwide basis. We acquired COR
in February 2002. Under our original collaboration agreement with SGP, we
generally shared any profits or losses from INTEGRILIN sales in the United States
included in co-promotion revenue with SGP and we granted SGP an exclusive
license to market INTEGRILIN outside the United States and the European Union
in exchange for royaity obligations.

On September 1, 2005, SGP obtained the exclusive U.5. development and
commercialization rights for INTEGRILUIN products from us and paid us a
nonrefundable upfront payment of approximately $35.5 million. n addition, we
are entitled to receive royalties on net product sales of INTEGRILIN in the United
States from SGP for so long as SGP is engaged in the commercialization and
sale of an INTEGRILIN product in the United States, with the potential of receiving
royalties beyond the 2014 patent expiration date. Minimum royalty payments
for 2006 and 2007 were approximately $85.4 million. There are no guaranteed
minimum royalty payments for 2008 or future years. We also receive royalties
on net product sales by SGP in SGP's territory outside of the United States.
SGP's obligation to pay us royalties in other countrigs expires on a country by
country basis upon the later of fifteen years from the first commercial use of an
INTEGRILIN product in such country and the expiration of the last to expire patent
covering such INTEGRILIN product. We continue to manage the supply chain
for INTEGRILIN at the expense of SGP for products sold in the SGP territories
including the U.S. We receive payments as a result of managing the supply chain
and record those payments as strategic alliance revenue.

GSK License Agreement

In June 2004, we reacquired the rights to market INTEGRILIN in Eurgpe from
SGP and concurrently entered into a license agreement granting GSK exclusive
marketing rights to INTEGRILIN in Europe. In January 2005, the transition of
the INTEGRILIN marketing authorizations for the European Union from SGP to
GSK was completed, and GSK began selling INTEGRILIN in the countries of the
European Union. GSK also markets INTEGRILIN in other European countries
where it has received approval of the transfer from SGP to GSK of the relevant
marketing authorizations. Under the terms of the agreement, we have received
license fees and are entitled to future royalties from GSK on INTEGRILIN sales
in Europe subject to the achievement of specified objectives. We manage the
supply chain for INTEGRILIN at the expense of GSK for products sold in the GSK
territories. We receive payments as a result of managing the supply chain and
record those payments as strategic alliance revenue.

sanofi-aventis Small Molecule inflammatory Disease Collaboration

In June 2000, we entered into a broad agreement in the field of inflammatory
disease with Aventis, now sanofi-aventis, which incfudes joint discovery,
development and commercialization of small molecule drugs for the treatment
of specified inflammatory diseases. This agreement covers several of our




development programs in the inflammatory disease area and provides us with
potentiaf access to sanofi-aventis’ iarge promotional infrastructure in connection
with the commercialization of jointly developed products. The discovery Phase
of this collaboration has concluded. The development and commercialization
programs continue under the agreement.

As provided in the original agreement, in North America, we have agreed to
share the responsibility for and cost of developing, manufacturing and marketing
products arising from the alliance. Outside of North America, sanofi-aventis is
responsible for and bears the cost of developing, manufacturing and marketing
products arising from the alliance. sanofi-aventis is required to pay us a royalty
on product sales outside of North America.

To date, we and sanofi-aventis have identified a significant number of novel
drug targets and associated molecules relevant in inflammatory diseases.
During the remaining portion of the development Phase of the alliance, we
and sanofi-aventis have agreed to focus our joint resources on preclinical and
clinical development of candidates identified in the collaboration. As of the end of
2007, the alliance has identified several development candidates, two of which,
MLN3701 and MLN0415, are now being tested in clinical frials with another
product candidate, MLN60S5, now in preclinical testing. In addition, we and
sanofi-aventis are currently contemmplating further development of MLN3897, a
small molecule CCR1 inhibitor.

Critical Accounting Policies and Significant Judgments and
Estimates

Our management’s discussion and analysis of our financial condition and restilts
of operations are based on our consolidated financial statements, which have
been prepared in accordance with generally accepted accounting principles,
or GAAP. The preparation of these financial statements requires us to make
estimates and assumptions that affect the reported amounts of assets and
fiabilities and the disclosure of contingent assets and liabilities at the date of
the financial statements as well as the reported revenues and expenses during
the reporting pericds. On an ongoing basis, we evaluate our estimates and
judgments, including those related to revenue recognition, inventory, intangible
assets, goodwill, restructuring and stock-based compensation expense. We
base our estimates on historical experience and on various other factors that we
believe are appropriate under the circumstances, the results of which form the
basis for making judgments about the carrying value of assets and liabilities that
are not readily apparent from other sources. Actual results may differ from these
estimates under different assumptions or conditions.

While our significant accounting policies are more fully described in Note 2 to
our consolidated financial statements included in this report, we believe the
foltowing accounting policies are most critical to aid in fully understanding and
evaluating our reported financial results.

Revenue

We recognize revenue from the sale of our products, our strategic alliances, as
well as royalties and distribution fees based on net sales of licensed products.
We recognized revenue from our co-promotion collaboration through August 31,
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2005. We divide our revenue arrangements with muitiple elements into separate
units of accounting if specified criterfa are met, including whether the delivered
glement has stand-alone value to the customer and whether there is objective
and reliable evidence of the fair value of the undelivered items. We allocate the
consideration we receive among the separate units based on their respective fair
values, and we apply the applicable revenue recognition criteria to each of the
separate units. We classify advance payments received in excess of amounts
eamed as deferred revenue until earned.

Net product sales

We recognize revenue from the sale of VELCADE in the United States when
defivery has occurred and title has transferred. During the fourth quarter of
2004, we began distributing VELCADE through a sole-source open access
distribution model in which we sell dirently to an independent third party who in
turn distributes to the wholesaler base. In April 2006, our sole-source distributor
added a second distribution site to its natwork in order to improve access to the
product for physicians in the western Linited States. Under our agreement with
our sole-source distributor, inventory levels are contractually limited to no more
than three weeks. VELCADE product inventory levels held by the sole-source
distributor have historically been below this limit at the end of each quarter. We
expect future inventary levels to be within our desired range of one to two weeks
of inventory in the distribution channel.

We record allowances as areduction to product sales for discounts, product returns
and governmental and contractual adjustments at the time of sale. Calculating
these gross-to-net sales adjustments involves estimates and judgments hased
primarily on sales or invoice data and historical experience.




An analysis of the amount of, and change in, these allowances is as follows
{in thousands):

Discounts Returns adjustments

We have reduced and may, from time to time in the future, reduce our product
returns estimate. Doing so resuls in increased product revenue at the time
the return estimate is reduced. For example, since
the launch of VELCADE in 2003, we have estimated
our returns based upon historical trends in the

Governmental
and contractual
Total

Beginning balance, January 1, 2005

$2517

pharmaceutical industry for similar products and

§ 336 our historical return patterns as they became

53,063

3,971
(2,955)
(88)

1,301
(178)
(1,084)

Current provisions relating to sales in current period
Payments/credits relating to sales in current period
Payments/credits relating to sales in prior period

5,676
(4,377)
(402)

10,948
(7,510}
(1,574)

available. In 2006, we reduced our return estimate
based on lower than previously anticipated returns
as our first commercial lots reached expiration

Balance at December 31, 2005

1,138 2,556

1,233 4,927

during the second half of 2005. These adjustments

Current pravisions relating to sales in current period

4,692

(4,291)
{730)

1,707
(1,282)
(43)
(376)

Adjustments relating to prior years
Payments/credits relating to sales in current period
Payments/credits relating to sales in prior period

10,115

(8,541)
(1,344)

16,514
{1,282)
(12,875)
{2,450)

to our estimates were not material to product sales
in any quarter or on an annuat basis for 2006. We
did not make any adjustments to our return estimate
in 2007,

Balance at December 31, 2006 809 2,562

1,463 4,834

Current provisions relating to sales in current period
Payments/credits relating to sales in current period
Payments/credits relating to sales in prior period

5,786
(5,389)
(387)

1,679
(112)
(676)

If circumstances change or conditions become more
competitive in the market for therapeutic products
that address the approved indications for VELCADE,
we may take actions to increase our product retum

15,722
(12,545)
(1,402)

23,187
(18,046)
(2,465)

Balance at December 31, 2007 $3,453

$3238 §7510 estimates. Doing s0 would result in an incremental

Discounts

We offer a 2% prompt payment discount to our sole-source distributor as an
incentive to remit payment in accordance with the stated terms of the invoice.
Because our customer typically takes advantage of the prompt payment discount,
we accrue 100% of the prompt payment discount, based on the gross amount of
each invoice, at the time of sale. We adjust the accrual quarterly to reflect actual
experience. Historically, these adjustments have not been material.

Returns

We estimate VELCADE product returns based on historical return patterns, Under
our current methodology, we track actual retumns by individual production lots.
Returns on closed lots (i.e., lots no longer eligible for credits under our returned
goods policy) are analyzed to determine historical returns experience. Returns on
open lots (i.e., lots still eligible for credits under our returned goods policy) are
monitored and compared with historical return trends and rates. Historical rates
of return are adjusted for known or expected changes in the marketplace.

We consider several factors in our estimation process, including our internal
sales forecasts and inventory levels in the distribution channel. We have
experienced, and expect, that wholesalers will not stock significant inventory
due to the product'’s cost, expense to store and just-in-time distribution
model and as a result, returns have been, and we expect will continue to be
low. When considering the level of inventory in the distribution channel, we
determine whether an adjustment to the sales return reserve is appropriate.
For example, if levels of inventory in the distribution channel increase and
we believe sales returns will be larger than expected, we adjust the sales
return reserve, taking into account historical experience, our returned goeds
policy and the shelf life of our product, which ranges from 18 t0 24 months.

reduction of product sales at the time the return
estimate is changed. For example, an increase in our retums as a percentage of
gross sales for the year ended December 31, 2007 of 0.50% would have resulted
in a $1.4 million decrease in net product sales.

Governmental and contractual adjustments

Governmental and contractual adjustment reserves relate to chargebacks and
rebates. Chargeback reserves represent our estimated obligations resulting from
the difference between the wholesaler price and the lower pricing as mandated
by statute to eligible federally funded healthcare providers, and in rare instances,
lower contractual pricing to certain other classes of trade. We determine our
chargeback estimates based on our historical chargeback data. Chargebacks are
generally invoiced and paid monthly in arrears, so that our accrual consists of
an estimate of the amount to be expected for the current month’s product sales
for which actual adjustments have not been billed, plus an accrual based upon
the amount of inventory in the distribution channel. Rebate reserves relate to
our reimbursement arrangements with state Medicaid programs. We determine
our rebate estimates based on our historical experience regarding rebates,
outstanding ctaims and payments under state Medicaid programs. Rebate
amounts generally are invoiced and paid quarterly in arrears, 5o that our accrual
consists of an estimate of the rebates that will be paid on the current quarter's
preduct sales, plus an accrual for unprocessed and unpaid rebates from prior
periods. Governmental and contractual adjustment reserve accruals are recorded
in the same period the retated revenue is recognized resulting in a reduction to
preduct revenue and the establishment of a liability. We adjust the accrual rate
quarterly to reflect actual experience, taking into consideration price increases,
as well as current and expected product sales to federally and state funded
healthcare providers. Historically, these adjustments have not been material.
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Co-promotion revenue

Through August 31, 2005, we recognized co-promotion revenue based on SGP’s
reported shipments of INTEGRILIN to wholesalers. Co-promotion revenue included
our share of the profits from the sales of INTEGRILIN and reimbursements of
our manufacturing-related costs, development costs and advertising and
pramotional expenses. We communicated with SGP to calculate our share of the
profits from the sales of INTEGRILIN on a monthly basis. The calculation included
estimates of the amount of advertising and promotional expenses and other
costs incurred on a monthly basis. Adjustments to our estimates were based
upon actual information that we received subsequent to our reporting deadlines.
Our estimates were adjusted on a monthly basis and historically the adjustments
were not significant due to frequent communication with SGP.

Revenue under sirategic alliances

We recognize nonrefundabie upfront licensing fees and guaranteed, time-based
payments that, in either case, require continuing involvement in the form of
research and development, manufacturing or ather commercialization efforts by
us as strategic alliance revenue:

B ratably over the development period if development risk is significant;

W ratably over the manufacturing period or estimated product useful life if
development risk has been substantially eliminated; or

B based upon the level of research services performed during the period of

the research contract.

When the period of deferral cannot be specifically identified from the contract,
management estimates the period based upon cther critical factors contained
within the contract. We continually review these estimates, which could result in
a change in the deferral period and might impact the timing and the amount of
revenue recognized.

Milestone payments are recognized as strategic alliance revenue when the
substantive performance obligations, as defined in the contract, are achieved.
Performance obligations typically consist of significant milestones in the
development life cycle of the related product candidate, such as initiation of
clinical trials, filing for approval with regulatory agencies and approvals by
regulatory agencies. Reimbursements of research and development costs are
recognized as strategic alliance revenue as the related costs are incurred.

Royalties

We are entitled to receive royalty payments under license agreements with
a number of third parties that sell products based on technology we have
developed or to which we have rights. These license agreements provide for
the payment of royalties to us based on sales of the licensed product and we
record royalty revenues based on estimates of sales from interim data provided
by licensees. Under certain of our license agreements, the royafty structure
is tiered based upon annual sales and resets at the beginning of each annual
periad. Beginning September 1, 2005, upon closing the amended collaboration
agreement with SGP, we hegan recording royalty revenues as a separate line
item in our statement of operations. For all of our royalty arrangements, we
perform an analysis of historical royalties we have been paid, adjusted for any
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changes in facts and circumstances, as appropriate. Differences between actual
royalty revenues and estimated royalty revenues are adjusted for in the period
which they become known, typically the following quarter. These adjustments
have not been, and we do not expect them to be, significant. To the extent we
do not have sufficient ability to accurately estimate royalty revenue, we record
royalties on a cash basis.

Inventory

Inventory consists of currently marketed products. VELCADE inventories primarily
represent raw materials used in production, work in process and finished goods
inventory on hand, valued at cost. INTEGRILIN inventories include raw materials
used in production and work in process, valued at cost, to supply GSK and limited
amounts of work in process, valued at cost, to supply SGP. We review inventories
periodically for slow-moving or obsolete status based on sales activity, both
projected and historical. Our current sales projections provide for full utilization of
the inventory balance. If product sales levels differ from projections or a faunch of
a new product is detayed, inventory may not be fully utilized and could be subject
to impairment, at which point we would adjust inventory to its net realizable
value.

Intangible Assets

We have acquired significant intangible assets that we value and record. Those
assets that do not yet have regulatory approval and for which there are no
alternative uses are expensed as acquired in-process research and development,
and those that are specifically identified and have alternative future uses are
capitalized. We use a discounted cash flow model to value intangible assets at
acquisition. The discounted cash flow model requires assumptions about the
timing and amount of future cash inflows and outflows, risk, the cost of capital,
and terminal values. Each of these factors can significantly affect the vaiue
of the intangible asset. We review intangible assets for impairment using an
undiscounted net cash flows approach when impairment indicators arise. If the
undiscounted cash flows of an intangible asset are less than the carrying value of
an intangible asset, we would write down the intangible asset io the discounted
cash flow value. Where we cannot identify cash flows for an individual asset, our
review is applied at the lowest group leve! for which cash flows are identifiable.

Goodwill

On October 1, 2007, we performed cur annual goodwill impairment test and
determined that no impairment existed on that date. We continually monitor
business and market conditions, including the restructured relationship with SGP,
to assess whether an impairment indizator exists. If we were 10 determine that
an impairment indicator exists, we would be required to perform an impairment
test, which could result in a materia’ impairment charge to our statement of
operations.

Restructuring

In accordance with Statement of Financial Accounting Standard, or SFAS, No. 146,
“Accounting for Costs Associated with Exit or Disposal Activities,” our facilities
related expenses and liabilities under all of our restructuring plans included
estimates of the remaining rental obligations, net of estimated sublease income,
for facilities we no longer occupy. We review our estimates and assumptions on




a reguiar basis until the cutcome is finalized, and make whatever modifications
we believe necessary, based on our best judgment, to reflect any changed
circumstances. it is possible that such estimates could change in the future
resulting in additional adjustments, and the effect of any such adjustments could
be matenial.

Stock-Based Compensation Expense

We adopted SFAS No. 123 (revised 2004), “Share Based Payment,” or SFAS
123R, effective January 1, 2006 under the modified prospective method. SFAS
123R requires the recognition of the fair value of stock-based compensation
expense in our operations, and accordingly the adoption of SFAS 123R fair value
method has had and will continue to have a significant impact on our results
of operations, although it will have no impact on our overall financiat position.
Option valuation models require the input of highly subjective assumptions,
including stock price volatility and expected term of an option. In determining
our volatility, we have considered implied volatilities of currently traded options
to provide an estimate of volatility based upon current trading activity in addition
to our historical volatility, After considering other such factors as our stage of
development, the length of time we have been public and the impact of having
a marketed product, we believe a blended volatility rate based upon historical
performance, as well as the implied volatilities of currently traded options, best
reflects the expected volatility of our stock going forward. Changes in market
price directly affect volatility and could cause stock-based compensation
expense to vary significantly in future reporting periods.

We use historical data to estimate option exercise and employee termination
behavior, adjusted for known trends, to arrive at the estimated expected life of
an option. We update these assumptions on & quarterly basis to reflect recent
historical data. Additionally, we are required to estimate forfeiture rates to
approximate the number of shares that will vest in a period to which the fair
value is applied. We will continually monitor employee exercise behavier and
may further adjust the estimated term and forfeiture rates in future periods.
Increasing the estimated life would result in an increase in the fair value to
be recognized over the requisite service period, generally the vesting period.
Estimated forfeitures will be adjusted to actual forfeitures upon the vest date of
the cancelled options as a cumulative adjustment on a quarterly basis. Doing so
could cause future expenses to vary at each reporting period.

In March 2006, we revised our annual merit compensation program to include
the avaifability of both stock options and restricted stock to certain employees.
In March 2007, we extended the choice of stock options or restricted stock to
all employees through the annual merit compensation program. Additionally,
in March 2007, we implemented performance based vesting for a portion of
executive officer restricted stock awards. A significant portion of the annual
equity awards to all executive officers will vest only upon achievement of
predefined performance objectives. In May 2007, we issued restricted stock
units to members of the Board of Directors as partial compensation for their
board member service. For the years ended December 31, 2007 and 2008,
we recognized total stock-based compensation expense under SFAS 123R of
$25.2 million and $42.1 million, respectively. As of December 31, 2007, the total
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remaining unrecognized compensation cost related to nonvested stock option
awards amounted to approximately $6.6 million, including estimated forfeitures,
which will be recognized over the weighted-average remaining requisite service
periods of approximately one and one half years. As of December 31, 2007,
the total remaining unrecognized compensation cost related to nonvested
restricted stock awards and restricted stock units amounted to approximately
$12.1 million, including estimated forfeitures, which will be recognized over the
weighted-average remaining requisite service periods of approximately one and
one half years.

Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157, “Fair Vaiue Measurements,”
or SFAS 157. SFAS 157 defines fair value, establishes a framework for measuring
fair value in accordance with generally accepted accounting principles and
expands disclosures about fair value measurements. SFAS 157 codifies the
definition of fair value as the price that would be received to sell an asset or
paid to transfer a liability in an orderly transaction between market participants
at the measurement date, clarifies the principle that fair value should be based
on the assumptions market participants would use when pricing the asset or
liability and establishes a fair value hierarchy that prioritizes the information used
to develop those assumptions. SFAS 157 is effective for fiscal years beginning
after December 15, 2007. We do not currently believe that adoption will have a
material impact on our results of operations, financial position or cash flows.

In February 2007, the FASB released SFAS No. 159, “The Fair Value Option for
Financial Assets and Financial Liabilities,” or SFAS 159. SFAS 159 permits entities
to choose to measure many financial instruments and certain other items at fair
value. The objective is to improve financial reporting by providing entities with
the opportunity to mitigate volatility in reported earnings caused by measuring
related assets and liabilities differently without having to apply complex hedge
accounting provisions. SFAS 159 is effective for fiscal years beginning after
November 15, 2007. We are currently analyzing the effect, if any, SFAS 159 will
have on our consolidated financial position and results of operations.

in June 2007, the FASB issued EITF No. 07-3, “Accounting for Nonrefundable
Advance Payments for Goods or Services to Be Used in Future Research and
Development Activities,” or EITF 07-3. EITF 07-3 requires that nonrefundable
advance payments for goods or services to be received in the future for use
in research and development activities should be deferred and capitalized. The
capitalized amounts should be expensed as the related goods are delivered or
the services are performed. EITF 07-3 is effective for new contracts entered
into during fiscal years beginning after December 15, 2007. We are currently
analyzing the effect, if any, EITF 07-3 will have on our consolidated financial
position and results of operations.

In December 2007, the FASB issued EITF Issue 07-1, “Accounting for Collaborative
Arrangements,” or EITF 07-1. EITF 07-1 requires colfaborators to present the
results of activities for which they act as the principal on a gross basis and
report any payments received from {made to) other collaborators based on other
applicable GAAP or, in the absence of other applicable GAAP, based on analogy



to authoritative accounting literature or a reasonable, rational, and consistently
applied accounting policy election. Further, EITF 07-1 clarified the determination
of whether transactions within a collaborative arrangement are part of a
vendor-customer (or analogous) relationship subject to EITF 01-9, “Accounting
for Consideration Given by a Vendor to a Customer {Including a Reseller of the
Vendor's Products).” EfTF 07-1 will be effective for us beginning on January 1,
2009. We are currently evaluating the effect of EITF 07-1 on our coensolidated
financial statements.

Reclassifications

We have reclassified certain prior year consolidated statements of operations
amounts between research and development and selling, general and
administrative expenses to conform to the current year presentation. This
reclassification does not have a material impact on previously reported research
and development and selling, general and administrative expenses and has no
impact on previously reported net loss from operations,
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Note 1: Stock-based compensation expense is allecated in the consolidated
statements of operations expense lines as follows:

Year Ended December 31,

2007 2006 2005
Research and development ....... $10,674 $23280 $—
Selling, general and administrative .. 14,484 18,861 —

Revenues

Total revenues increased 8% to $527.5 million in 2007 compared to 2006
and decreased 13% to $486.8 million in 2006 from $558.3 million in 2005.
The increase in 2007 was primarily related to increased net product sales of
VELCADE within the United States and to a lesser extent, increased distribution
fees recognized from OBL on sales of VELCADE outside of the United States
partially offset by a decrease in stratagic alliance revenue. The decrease in
2006 was primarily refated to lower revenue received from our collaborators,
which consisted of revenue under strategic alliances, royalties, and in 2005, co-

Results of Operations promotion revenue. The decrease in revenue received from our collaborations
R o acmual Percent was primarily the result of the restructured
erce S . . )
Year Ended December 31, ”"u%hanrge” age relaticnship Wlth. lSGP, mciuldlpg a one-time
2007 2008 2005 2007/2006  2006/2005 §ale of $71.4 million (?f existing .INTEGRILIN
{in thousands, except pes share inventory to SGP during the third quarter
amounts) of 2005. Additionally, we recognized lower
Revenues: license fees from GSK in 2006. This decrease
Net productsales ................. $265241 $220452 $192,073 20% 15% was offset in part by increased distribution
Co-promotion revenue  ............. — — 123,524 — {100) fees racognized from OBL on sales of VELCADE
Revenue under strateqic alliances ... .. 95417 131,675 204,519 {28) {36) outside of the United States.
Rovalties ....................... 166,867 134,703 38,192 24 253 Net product sales of VELCADE ncreased 20%
Totalrevenues .................. 527525 486,830 558,308 8 13 o 0
) (13 to $265.2 million in 2007 and 15% to $220.5
Costs and expenses: e o
. million in 2006 from $192.1 million in 2005.
Cost of sales {excludes amortization of The ircrease in 2007 was orimarily atiributabe
acquired intangible assets) .......... 28,380 45445 141327 {38) {68) toercﬁffha?: oduct dZmZm d anz 0 2 lesser
|
Research and development ... ....... 287,004 310910 334,110 (®) ) eﬂgn_t L ﬁmreases i
Selling, general and administrative 189,062 162803 188,673 16 (14) increr'S: 05 e rimfm dSe N
RESHUCHUANG .. o'oererernens 12886 20,393 77,110 (37) (74) | “ o o dpt . xe maint;ned
Amortization of intangibles ... 33,950 33950 43,987 o . trrllzredsrzsduct’s mlil:(eltlc leadership in the
Total costs and expenses  .......... 551,372 573,591 775207 Y (26) | f 4 multil loma treatmznt ottin
Loss from Operations  ............... (23847) (86,761) (216,809) 73) 6oy | Tapved muliple mycloma seting
. despite new competition in 2006. Reserves
Other income (expense): " ¢ roduct sales for
Investment income, net ............. 48,810 30,973 29,083 58 6 :?scatl) L:i;cenr:c? ectore?r?:ss :ng ugve?:rizmzl
Interest expense . ................ (10,054) (11,068  (10,433) () 6 AN, procuct rel goven
. and contractual adjustments were 8% in 2007,
Otherincome .................... — 22,903 — (100} — 5% in 2006 and 5% in 2005. The increases in
Netincome {loss) .................. $14,909 $(43,953) ${(198,249) 134% {78)% N ° T
both 2007 and 2006 were primarily related
Amunts per commen share: to increased governmental and contractual
Earnings {loss) per share, basic and diluted . $0.05 $(014) $(0.64 0_ treased 9o ¢
. . adjustments. Net product sales of VELCADE
Weighted average shares, basic .. ..... 318,221 313,724 308,284 represented anproximately 50% of our 2007
Weighted average shares, diluted . . . . . . 321320 313724 308284 P o y %

total revenues, 45% of our 2006 total revenues
and =4% of our 2005 total revenues.




Total revenues related to VELCADE, including net product sales of the product by
us in the U.S. and revenues from OBL included in strategic alliance revenue and
royalties as more fully described below, were approximately $397.2 million in
2007, $327.2 million in 2006 and $248.6 million in 2005.

As of September 1, 2005, we are no longer reporting co-promotion revenue due
to our restructured relationship with SGP. Co-promotion revenue from INTEGRILIN
represented approximately 22% of our 2005 total revenues.

Total revenuss refated to INTEGRLIN from GSK and our modified relationship with
SGP included in strategic alliance revenue and royalties more fully described
below, were $109.6 million in 2007 and $142.0 million in 2006, including $85.4
miliion in royalties we received from SGP for sales of INTEGRILIN in the United
States in both periods. In 2005, total revenues related to INTEGRILIN, including
co-promotion revenue, revenues from SGP and GSK included in strategic alliance
revenues and royalties as more fully described below, were approximately
$287.9 million.

Revenue under strategic alliances decreased 28% to $95.4 million in 2007
and 36% to $131.7 million in 2006 from $204.5 million in 2005. The decrease
in 2007 was primarily retated to lower manufaciuring-related reimbursement
revenue and lower license revenue under the SGP and GSK relationships as well
as a decrease in milestone revenue eamed in 2007. Revenue under the SGP
relationship was generated from the management of the INTEGRILIN supply chain
on behalf of SGP in the form of license fees and reimbursement of manufacturing-
related expenses. On July 1, 2006, SGP began purchasing the majority of the
active pharmaceutical ingredient necessary to manufacture INTEGRILIN resulting
in lower reimbursement of manufacturing-related expenses during 2007. The
decrease in 2006 was primarily due to the one-time sale of existing INTEGRILIN
inventory to SGP in 2005, as well as lower license fees recognized from GSK,

We expect revenue under strategic alliances to fluctuate in future periods
depending on the leve! of revenues earned for ongoing development efforts, the
tevel of milestones achieved and the number of alliances we may enter into in
the future with major biopharmaceutical companies.

We began recording royalties on September 1, 2005 in connection with the
closing of our transaction with SGP. Royafty revenue may inctude royalties eared
upon sales of INTEGRILIN in the United States and other territories around the
world as provided by SGP, royalties earned upon sales of INTEGRILIN in Europe
as provided by GSK, distribution fees earned upon sales of VELCADE outside of
the United States as provided by OBL and any royalties earned under certain of
our early discovery alliances. Royaity revenue increased 24% to $166.9 million
in 2007 and 253% to $134.7 million in 2006 from $38.2 million in 2005. The
increase in 2007 was primarily a result of increased distribution fees from OBL
on sales of VELCADE outside of the United States. We recognized the minimum
royalty from SGP in 2007. There are no guaranteed minimum royalty payments
for 2008 or future years. The increase in 2006 was primarily a result of the first
fuil year of reparted royalty revenue from SGP and to a lesser extent increased
distribution fees from OBL.
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We recognize revenues from activities outside of the U.S., including royalties,
distribution fees, milestones from OBL, SGP and GSK for sales of VELCADE and
INTEGRILIN and for cost reimbursement of product sold to these parties. Without
taking into account revenues we receive for license fees, our revenues for these
activities outside of the U.S. were $132.9 million in 2007, $113.5 million in 2006
and $62.2 million in 2005.

Cost of Sales

Cost of sales decreased 38% to $28.4 million in 2007 and 68% to $45.4 million in
2006 from $141.3 million in 2005. Cost of sales includes manufacturing-related
expenses associated with the sales of VELCADE, as well as costs associated with
managing the INTEGRILIN supply chain on behalf of SGP and GSK. The decrease
in 2007 was primarily due to the decrease in INTEGRILIN manufacturing-related
expenses as a result of SGP purchasing the majority of the active pharmaceutical
ingredient directly from the manufacturer beginning as of July 1, 2006. The
decrease in 2006 was primarily due to the one-time sale of existing INTEGRILIN
inventory to SGP on September 1, 2005.

Research and Development

Research and development expenses decreased 8% to $287.1 million in 2007
and 7% to $310.9 million in 2006 from $334.1 million in 2005. The decrease
in 2007 was primarily a result of cost reductions associated with our 2006
restructuring efforts combined with reduced stock-based compensation expense
offset by an increases in drug product manufacturing and clinical development
activity. The reduction in stock-based compensation expense was primarily due
to forfeitures in excess of our original estimates related to certain cliff-based
awards held by employees whose employment was terminated in ¢connection
with restructuring initiatives, normal attrition, and the vesting of certain options
grants that were included in expense during 2006. The decrease in 2006 was
primarily a result of cost reductions associated with our 2005 strategy refinement
and restructuring efforts combined with the decreased spending in our discovery
organization offset by the inclusion of stock-based compensation expense upon
adoption of SFAS 123R beginning on January 1, 2006.



In addition to our ongoing clinical trials of VELCADE, we have a significant pipeline
of product candidates in clinical and fate preciinical development. The following
chart summarizes the applicable disease indication and the clinical or preclinical

trial status of our pipeline of drug candidates.

Product Description

Cancer

MLNO0518 is a small molecule inhibitor of the
class [li receptor tyrosine kinase (RTKs),
FLT-3, ¢-KIT, and PDGF-R

MLN8054/MLN9237 are small molecule
inhibitors of Aurora A Kinase

MLN4924 is a small molecule inhibitor of
Nedd8—activating enzyme (NAE)

MLN2238 is a second generation proteasome

Disease Indication

Upon stceessful completion of Phase [l ¢linical trials of a product candidate, we
intend to submit the results to the FDA tc support requlatory approval. However,
we cannot be certain that any of our product candidates will prove to be safe or
eftective, will receive regulatory approvals, or will be successfully commercialized.

' Qur clinical trials might prove that

Current Trial Status l our product candidates may not be

Acute myeloid leukemia
Glioma'
Prostate cancer’

Advanced malignancies

Advanced malignancies

Advanced malignancies

small molecule inhibitor

Inflammatory Bowel Diseases

MLNQO002 is a humanized monaclonal antibody Ulcerative colitis

effective in treating the disease or
have undesirable or unintended

Phase VI . -

Phase I/II side effects, toxicities or other
Phase Ml characteristics that require us to
Phase | cease further development of the

product candidate. The cost to
take a product candidate through
clinical trials is dependent upon,

Phase | ptanned

Preclinical among other things, the disease
indications, the timing, the size
and dosing schedule of each

Phase 12 clinical trial, the number of patients

directed against the alphadbeta? integrin Crohn’s disease enrolled in each frial and the speed
Other Inflammatory Diseases at which patients are enrolled and
MLN1202 is a humanized monoclonal antibody Atherosclerosis Phase Ila-completed treated. We could incur increased
directed against CCR2 Multiple sclerosis product development costs if we
MLN3897/3701 are small molecule CCR1 Chronic inflammatory diseases Phase I/l experience delays in clinicat trial
inhibitors? enroliment, delays in the evaluation
MLNO415 is a smail molecule inhibitor of Chronic inflammatory diseases Phase | of clinical trial results or delays in
IKKbeta® requlatory approvals.

MLNGB0O95 is a small molecule GrTh2 receptor Asthma Preclinical .
antagonist® Some products that are likely

' Trials are conducted through Cancer Therapy Evaluation Program, a division of the National Cancer Institute.
Z Clinical trials resumed in May 2007 with a new, commercially scalable cell line; prior phase il data established proof-of-concept for this

mechanism in ulcerative colitis.

*In development through our sanofi-aventis small malecule inflammatory disease collaberation. In November 2007, we announced that
the results from a phase |l trial of MLN3897 did not achieve the pre-established criteria for moving this product candidate forward in

rheumatoid arthritfs. We and sanofi-aventis are evaluating next steps with this program.
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Completion of clinical trials may take several years or more and the length of time
can vary substantially according to the type, complexity, noveity and intended
use of a product candidate. The types of costs incurred during a clinical trial vary
depending upon the type of product candidate and the nature of the study.

We estimate that clinical trials in our areas of focus are typically completed over
the following timelines:

Objective

Estimated Completion Period

to result from our research
and development projects are
based on new technologies and
new therapeutic  approaches
that have not been extensively
tested in humans. The regulatory
requirements  governing  these
types of products may be more rigorous than for conventional products. As aresult,
it is difficult to estimate the nature and length of the efforts to complete such
products as we may experience a longer regulatory process in connection with
any products that we develop based upon these new technologies or therapeutic
approaches. in addition, ultimate approval for commercial manufacturing and
marketing of our products is dependent on the FDA or applicable approval body
in the country for which approval is being sought,
adding further uncertainty to estimated costs and

Clinical Phase
Phase | Establish safety in humans, study how the drug
works, metabolizes and interacts with other drugs
Phase Il Evaluate efficacy, optimal dosages and expanded
evidence of safety
Phase Il Confirm efficacy and safety of the product

completion dates. Significant delays could aflow

1-2 years
y our competitors to bring products to market before
2-3 years we do ard impair our ability to commercialize our
product candidates.
2-3 years Due to th2 variabifity in the length of time necessary
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to develop a product, the uncertainties related to the estimated cost of the projects
and ultimate ability to obtain governmental approval for commercialization,
accurate and meaningful estimates of the ultimate cost to bring our product
candidates to market are not available.

We budget and monitor our research and development costs by type or category,
rather than by project on a comprehensive or fully aflocated basis. Significant
categories of costs include personnel, clinical, third party research and
development services and laboratory supplies. In addition, a significant portion
of our research and development expenses is not tracked by project as it benefits
multiple projects or our technology piatform. Consequently, fully loaded research
and development cost summaries by project are not available.

Given the uncertainties related to development, we are currently unable to
reliably estimate when, if ever, our product candidates will generate revenue
and cash fiows. We do not expect to receive net cash inflows from any of our
major research and development projects until a product candidate becomes a
profitable commercial product.

Selling, General and Administrative

Selling, general and administrative expenses increased 16% to $189.1 million
in 2007 compared to 2006 and decreased 14% to $162.9 miltion in 2006 from
$188.7 million in 2005. The 2007 increase was primarily attributable to higher
gxpense associated with the long-term investment in our VELCADE brand,
including continuing medical education, higher commission expense payable to
our sales force associated with increased product sales as well as payments 10
OBl for their portion of VELCADE related costs under our co-promotion agreement.
This increase was offset by lower stock-based compensation expense primarily
due to forfeitures in excess of cur original estimates related to certain cliff-based
awards held by employees whose employment was terminated in connection
with restructuring initiatives, normal attrition and the vesting of certain options
grants that were included in expense during 2006. The decrease in 2006 was
primarily the result of reduced sales and marketing expenses associated with
the transfer of the U.S. commercialization rights for INTEGRILIN to SGP as of
September 1, 2005 offset by the inctusion of stock-based compensation expense
upon adoption of SFAS 1238 beginning on January 1, 20086.

Restructuring

in October 2006, we announced a program to further align resources with our
current corporate priorities of advancing VELCADE and accelerating the clinical
pipeling by lowering investment in discovery and supporting areas. As part of
our program, we reduced in-house research and development technologies and
headcount in areas where the work can now be effectively outsourced, and we
also scaled back infrastructure supporting these activities.

During the fourth quarter of 2005, we announced a 2005 strategy refinement
focused on advancing key growth assets, including VELCADE, our clinical and
preclinical pipeline of oncology and inflammation molecules and our oncelogy-
focused discovery organization. As part of our refined strategy, we took a series of
steps, building on our restructured relationship with SGP, which together reduced
research and development and selling, general and administrative expenses in
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2006. We reduced the size of our company from approximately 1,500 employees
at the end of 2004 to approximately 1,100 at the end of 2005, by managing
attrition, eliminating INTEGRILIN sales and marketing positions, and reducing
the number of positions in our inflammation discovery and business support
groups.

In December 2002 and June 2003, we took steps as part of our 2003 restructuring
ptan to focus our resources on drug development and commercialization, Qur
restructuring plan included consolidation of research and development facilities,
overall headcount reduction and streamlining of discovery and development
projects.

During 2007, we recorded net restructuring charges of $12.9 million under all of
our restructuring initiatives. We recorded restructuring charges of approximately
$17.2 million under the 2006 restructuring program primarily related to facilities-
related costs associated with vacated buildings and employee termination
benefits as a result of headcount reductions. We also recorded net restructuring
credits in 2007 of approximately $3.8 million under the 2005 restructuring pian,
primarily related to the earlier than anticipated sublease of one of our facilities
charged to restructuring in prior years at a higher rate per square foot than we
had originally estimated. We recorded net restructuring credits of approximately
$0.5 million in 2007 under the 2003 restructuring plan, primarily related to the
earlier than anticipated sublease of one of our facilities charged to restructuring
in prior years at a higher rate per square foot than we had originally estimated
as well as the sublease extension for another facility charged to restructuring in
prior years.

During 2006, we recorded a total of $20.4 million of restructuring charges
under all of our restructuring initiatives. We recorded restructuring charges
of approximately $5.2 million under the 2006 restructuring program primarily
refated to employee termination benefits. Costs of termination benefits refate to
severance packages, outplacement services and career counseling for employees
affected by restructuring. We also recorded restructuring charges in 2006 of
approximately $1.2 million under the 2005 restructuring plan, primarily related
ta the impairment charges for leasehold improvements that were abandoned a
facilities, offset by a credit resulting from the earlier than anticipated sublease
of one of the vacated buildings at a higher rate per square foot than we had
originally estimated. We recorded restructuring charges of approximately $14.0
million in 2006 under the 2003 restructuring plan, primarily related to the lease
termination payment for our vacated facility in Cambridge, England.

In connection with the 2006 decision to abandon certain facilities in 2007 under
the 2006 restructuring program, we shortened the useful lives of the leasehold
improvements at these facilities in accordance with SFAS No. 144, “Accounting
for the Impairment or Disposal of Long-Lived Assets.” During the years ended
December 31, 2007 and 2006, we recorded additional depreciation expense
of approximatety $3.3 million and $3.8 million, respectively, in research and
development expense related to our decision.

We estimate that of the remaining restructuring liabilities under all restructuring
initiatives at December 31, 2007, we will pay approximately $23.0 million in



2008 and $26.4 million thereafter through 2014 primarily for noncancelable
lease agreements. We expect to record additional restructuring charges during
2008 of fess than $5.0 million.

Amortization of Intangibles

Amortization of intangible assets was $34.0 million in 2007, 2006 and 2005.
Amortization primarily related to specifically identified intangible assets from the
COR acquisition. We will continue to amortize the specifically identified intangible
assets from our COR acquisition through 2015. We expect to incur amortization
expense of approximately $34.0 milkion for each of the next five years.

Investment Income

Investment income increased 58% to $48.8 million in 2007 compared to
$31.0 million in 2006 and increased 6% in 2006 from $29.1 million in 2005.
The increase in 2007 was primarily attributable to a higher average balance of
invested funds resulting from our 2006 convertible debt offering, combined with
higher effective interest rates, a $3.5 million gain on sale of our investment in
SGX Pharmaceuticals, Inc. common stock and a $2.3 million gain related to our
share of additional proceeds from a class action proceeding against WorldCom,
Inc. The increase in 2006 was primartly attributable to a higher average balance
of invested funds combined with a $3.1 million gain recognized in December
2006 upon the setement of the class action lawsuit of WorldCom, Inc. and an
additional realized gain of approximately $2.9 million in October 2006 upon
the final settlement and receipt of the escrowed portion of the TransForm
Pharmaceuticals, Inc., or TransForm, sales proceeds.

Interest Expense

Interest expense decreased 9% to $10.1 million in 2007 compared to 2006 and
increased 6% to $11.1 million in 2008 from $10.4 million in 2005. The decrease
in 2007 was primarity related to decreased capital lease buyouts resulting in
lower related interest expense offset slightly by an increase in interest, including
amortization of deferred financing costs, on our convertible notes as a result of
higher average balances of indebtedness during the year. The increase in 2006
was primarily due to increased interest under our 2.25% convertible senior notes
due November 15, 2011, or the 2.25% notes, combined with the amortization of
deferred financing costs incurred in connection with the sale of our 2.25% notes.

Other income

We recorded other income of approximately $22.9 million in 2006 upon the receipt :
of $19.5 million in connection with the termination of the support agreement that

we entered into in connection with a proposed acquisition of AnorMED, Inc. in
October 2006 and the recognition of a deferred gain of $3.4 million in July 2006
from the sale of assets to Genelogic, Inc. in 2004.

Liquidity and Capital Resources
We require cash to fund our operating expenses, to make capital expenditures,
acquisitions and investments and to pay debt service, including principal and

interest and capital lease payments. We have also made strategic purchases of

debt and equity securities of some of our alliance collaborators in accordance

with our Board of Directors’ approved policies and our business needs. These
investments were generally in smaller companies. We have and may in the future

lose money in these investments and our ability to liquidate these investmentsis !
T
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in some cases very limited. We may also owe our partners milestone payments
and royalties. We also have committed to fund development costs incurred by
some of our collaborators.

We have funded our cash requirements primarily through the following:

® product sales of VELCADE;

W payments from our strategic collaborators, including equity investments,
license fees, milestone payments and research funding;

B our co-promotion relationship with SGP for the sale of INTEGRILIN through
August 31, 2005;

B oyalty payments related to the salzs of our products; and

B equity and debt financings in the public markets.

In the future, we expect to continue to fund our cash requirements from some or
all of these sources as well as from salas of other products, subject to receiving
regulatory approval. We are entitled to additional committed research and
development funding under some of our strategic alliances. We believe the key
factors that could affect cur internal antl external sources of cash are;

revenues from sales of VELCADE, INTEGRILIN and other products and
services for which we may obtain marketing approval in the future or which
are sold by companies that may owe us royalty, milestone, distribution or
other payments on account of such products;

the success of our clinical and preclinical development programs;

our ability to enter into additional strategic collaborations and to maintain
existing collaborations as well as the success of such collaborations; and

the receptivity of the capital markets to financings by biopharmaceutical
companies generally and to financings by our company specifically.

As of December 31, 2007, we had $891.3 milfion in cash, cash equivalents and
marketable securities. This excludes $7.7 million of interest-bearing marketable
securities classified as restricted cash on our balance sheet as of December 31,
2007, which primarily serve as collataral for letters of credit securing leased
facilities.

Our significant capital resotrces and sources and uses of cash are as follows:

December 31,
{in thousands} 2007 2006 2005
Cash, cash equivalents and marketable
securities . ... ... ... .. $ 891,276 $804, 349 $645,588
Working capital . . ............... 901,595 790,135 576,501
Year Ended December 31,
{in thousands) 2007 2006 2005
Cash provided by {used in}:
Operating activities . .. .......... $ 67,162 $(19,185) $(56,065)
Investing activities . . . ........... {131,336) {38,152) 32,988
Financing activities .. ...... .. ... (58,939) 264,557 13713
Capital expenditures
(included in investing activities above)  (17,859) (8,789) (12,466)




Cash Flows

QOperating activities provided cash of $67.2 million in 2007 and used cash of
$19.2 million in 2006. The principal source of funds in 2007 was our net income
and adjustments for non-cash charges. The principal use of cash in operating
activities in 2006 was to fund our net loss. In December 2007, we achieved a
$40.0 million milestone related to sales of VELCADE outside of the United States,
which we collected in January 2008, In December 2006, we achieved a $25.0
miilion milestone related to sales of VELCADE outside of the United States, which
we collected in January 2007. In September 2005, we received approximately
$85.5 million from SGP, consisting of the upfront license fee associated with the
U.S. commercialization rights for INTEGRILIN, as well as payment for the one-
time sale of existing INTEGRILIN raw materials and finished goods inventory. In
January 2005, we paid SGP approximately $49.3 million for advances SGP had
made to COR for inventory purchases in prior years. Gash flows from operations
can vary significantly due to various factors including changes in accounts
receivable, as well as changes in accounts payable and accrued expenses. The
average collection period of our accounts receivatie can vary and is dependent
on various factors, including the type of revenue and the payment terms related
to those revenues.

Investing activities used cash of $131.3 million in 2007 primarily to invest in
marketable securities. In January 2007, we received proceeds of approximately
$2.3 million related to our share of proceeds from a class action proceeding
against WorldCom, Inc. In February 2007, we received proceeds of approximately
$3.5 related to the sale of our investment in SGX Pharmaceuticals, Inc. investing
activities used cash of $38.2 million in 2006, primarily for the purchase of
marketable securities, partially offset by the receipt of approximately $2.9
million in October 2006 upon final settlement of the escrowed portion of the sale
proceeds from TransForm.

Financing activities used cash of $58.9 milfion in 2007 and provided cash of
$264.6 miflion in 2006. The principal use of cash in 2007 was the repayment of
$83.3 million and $16.2 million of our 5.5% and 5.0% convertible subordinated
notes, respectively, in accordance with the payment terms offset by payments
received from the purchase of common stock by our employees pursuant to
the exercise of stock options. In December 2007, we received proceeds of
$4.1 million from the exercise of warrants to purchase 429,600 shares of our
common stock with a weighted-average exercise price
of §9.44 per share. The principal source of funds in 2006
was proceeds of $242.2 million from the sale of our 2.25%
notes in November 2006. We used cash of approximately
$5.9 million in 2006 to pay off our 4.5% convertible senior
notes in accordance with the payment terms. We also used
cash in financing activities to make principal payments on
our capital leases in all periods presented.

(in thousands)

We believe that our existing cash, cash equivalents and
marketabie securities and the anticipated cash receipts from ‘
our product sales, current strategic alfiances and royalties 10t

Operating lease obligations
Long term supply contracts
External collaborations

will be sufficient to support our expected operations, fund our debt service and
capital lease obligations and fund our capital commitments for at least the nex!
several years.

Contractual Obligations
Our major outstanding contractual obligations reiate to our facility leases,
convertible notes, capital lease financings and long term supply contracts.

As of December 31, 2007, we had $250.0 million in principal amount outstanding
under our 2.25% notes. Under the terms of the 2.25% notes, we are required to
make semi-annual interest payments on the outstanding principal balance or
May 15 and November 15 of each year. As of December 31, 2007, all required
interest payments have been made.

The 2.25% notes are convertible into our common stock based upon a conversion
rate of 64.6465 shares of common stock per $1,000 principal amount of the
2.25% notes, which was equal to the initial conversion price of approximately
$15.47 per share of stock, subject to adjustment. The 2.25% notes are convertible
only in the following circumstances: (1} if the closing price of the common stock
exceeds 120% of the conversion price within a specified period, (2) if specifie
distributions to holders of the common stock are made or specified corporate
transactions occur, (3) if the average trading price per $1,000 principal amount i
tess than 98% of the product of the closing price of common stock and the then
applicable conversion rate within a specified period or {4) during the last three
months prior to the maturity date of the notes, unless previously repurchasec
by us under certain circumstances. In lieu of delivery of shares of our commor
stock, we, at our sole option, may elect to deliver cash or & combination of cast
and shares of common stock in satisfaction of our obligation upon conversion
The 2.25% notes are subordinated in right of payment to future secured debt.

In accordance with the payment terms, we repaid the entire $83.3 million principa
halance on our 5.5% convertible subordinated notes due on January 15, 2007
that were convertible at a price equal to $42.07 per share and the entire $16.2
million principal balance on our 5.0% convertible subordinated notes due or
March 1, 2007 that were convertible at a price equal to $34.21 per share.

Below is a table which presents our contractual obligations and commercia
commitments as of December 31, 2007:

Payments Bue by Period

Long term debt obligations,
including interest payments ... ..
Capital lease obligations, including
rental and interest payments

Less than 5 Years
Totat OneYear 1-2Years 3~4Years and Beyon
$272500 $5625 $11,250 $255,625 §—
274,654 16,915 34,366 34,366 189,007
115,248 32,184 44,246 27,269 11,549
131,482 17,600 48,860 29,441 35,581
....... 5,433 2,563 2,870 — —
.............. $799.317 $74.887 5141592 $346,701 $236,137




Long term supply contracts represent contracts with certain third party
manufacturers that we rely on for the manufacturing, fill/finish and packaging of
VELCADE and INTEGRILIN for both commercial purposes and for ongoing clinical
trials.

In addition to the amounts reflected in the table above, in the future we may owe
royalties and other contingent payments to our collaborators, licensors and other
parties based on the achievement of product sales and specified other objectives
and milestones.

At December 31, 2007, we had unused net operating loss carryforwards of
approximately $1.4 billion available to reduce federal taxable income, expiring in
2008 through 2027, and $266.0 million available to reduce state taxable income,
expiring in 2008 through 2012. We also have federal and net state tax credits of
approximately $112.2 million available to offset federal and state income taxes,
both of which begin to expire in 2008. Dye to the degree of uncertainty related to
the ultimate use of the loss carryforwards and tax credits, we have fully reserved
these tax benefits.

[TEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES

ABOUT MARKET RISK

We manage our fixed income investment portfolio in accerdance with our Policy
for Securities Investments, or Investment Policy, that has been approved by our
Board of Directors. The primary objectives of our Investment Policy are to preserve
principal, maintain a high degree of liguidity to meet operating needs, and obtain
competitive returns subject to prevailing market conditions. Investments are
made primarily in investment-grade corporate bonds with effective maturities
of three years or less, asset-backed debt securities and U.S. government agency
debt securities. These investments are subject to risk of default, changes in
credit rating and changes in market value. These investments also are subject
to interest rate risk and will decrease in value if market interest rates increase.
A hypothetical 100 basis point increase in interest rates would result in an
approximate $13.5 million decrease in the fair value of our investments as of
December 31, 2007. However, due to the conservative nature of our investments
and relatively short effective maturities of debt instruments, interest rate risk
is mitigated. Our Investment Policy specifies credit quality standards for our
investments and limits the amount of exposure from any single issue, issuer
or type of investment. We do not own derivative financial instruments in our
investment portfolio as of December 31, 2007.

The estimated fair value of our 2.25% notes as of December 31, 2007 was $294.1
million based on quoted market values The interest rates on our convertible
notes and capital lease obligations are fixed and therefore not subject fo interest
rate risk.

We receive distribution fees from OBL hased on worldwide sales of VELCADE
outside of the U.S and we make payments for certain inventory purchases and
clinical trials outside of the U.S. As a result, our financia! position, results of
operations and cash flows can be affected by fluctuations in foreign currency
exchange rates, primarily the Euro. Movement in foreign currency exchange
rates could cause royalty revenue or research and development expenses to
vary significantly in future periods. We currentty do not engage in any hedging
strategies with respect to such foreign currency exposures.

As of December 31, 2007, we did not hava any financing arrangements that were
not reflected in our balance sheet.




ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Millennium Pharmaceuticals, Inc.
Report of Independent Registered Public Accounting Firm

Board of Directors and Stockholders
Millennium Pharmaceuticals, Inc.

We have audited the accompanying consolidated balance sheets of Millennium
Pharmaceuticals, Inc. as of December 31, 2007 and 2006, and the related
consolidated statements of operations, stockholders’ equity, and cash flows for
each of the three years in the period ended December 31, 2007, Our audits
also included the financial statement schedule listed in the Index at Item 15,
These financial statements and schedule are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial
statements and schedule based en our audits.

We conducted our audits in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on
a test hasis, evidence supporting the amounts and disclosures in the financial
statements. An audit alse includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

4]

Inouropinion, the financial statements referred to above presentfairly, inall material
respects, the consofidated financial position of Millennium Pharmaceuticals, Inc.
at December 31, 2007 and 2006, and the consolidated results of its operations
and its cash flows for each of the three years in the period ended December 31,
2007, in conformity with U.S. generally accepted accounting principles. Also, in
our opinion, the related financial statement schedule, when considered in relation
to the basic financial statements taken as a whele, presents fairly in all material
respects the information set forth therein,

As discussed in Note 2 to the consolidated financial statements, effective
January 1, 2007, the Company adopted FASE Interpretation No. 48 “Accounting
for Uncertainty in Income Taxes,” and effective January 1, 2006, the Company
adopted Statement of Financial Accounting Standards No. 123R, “Share-Based
Payments” using the modified prospective transition method.

We also have audited, in accordance with the standards of the Public Company
Accounting Oversight Board (United States), Millennium Pharmaceuticals, inc.’s
internal control over financial reporting as of December 31, 2007, based on
criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission and our
report dated February 25, 2008 expressed an unqualified opinion thereon.

fs/ Emst & Young LLP

Boston, Massachusetts
February 25, 2008
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Millennium Pharmaceuticals, Inc.

Consolidated Statements of Cash Flows \ear Ended December 31

2007 2006 2005
(in thousands)

Cash Flows from QOperating Activities:

B INCOME 088 oottt et e e e e e e $14,909 $(43,953)  $(198,249)
Adjustments to reconcile net income (loss} to cash provided by (used in) operating activities:
Depreciation and amontization . ... ... e e 56,516 66,427 76,318
Restructuning Charges, MBt . ... . .. e (301) 4,869 6,157
Restructuring refated stock-based compensation 8Xpense . ...ttt — — 479
Amortization of deferred financing costs ... ... .. e 1,669 632 451
Realized (gain) Joss on marketable securities and other investments,net  ............. ... .. ... ... (4,570) 2,223 3,457
Realized gain on sale of investment in TransForm Pharmaceuticals ... ..o — (2,898) {10,465)
Realized gain on sale of assets to Genelogic, INC. . ... . i — (3,403) —
ATKstock match .. e 4,616 4,716 5232
Stock-based ComMPENSation BXPENSE .. .. ..t 25,158 42141 565
Changes in operating assets and liabilities;
BCCOUNtS FECBIVADIE .. oo i e e (31,833 {30,178) 23536
IO Y Lo i e e e e 6,777 2,226 81,352
Prepaid expenses and other currentassets ... i 3,567 (1,248) 2,405
Restricted cashand otherassets . ... .. . .. {3,336) (3,976) (8,113)
Accounts payable and acCrued BXPENSES .. .. .o .t (7,864) {37,476) {673)
Advance from Schering-Plough ... . — — {49,250)
DI O TV UL .. o ittt 595 {19,996) 10,733
Other long term liabilities ... ... .. e 1,259 709 —
Net cash provided by (used in) operating activities . ... .. ... e 67,162 {19,185) {56,065)
Cash Flows from Investing Activities:
Investments in marketable SBCUNHES ... . i {560,476) {391,683) (386,887}
Proceeds from sales and maturities of marketable securities  ........... .. .. i 444,392 355,540 426,750
Proceeds from the sale of investment in TransForm Pharmacsuticals ...t — 2,898 10,585
Proceeds from the sale of assets to Genelogic, INC. .. ... ... . — 3,403 —
Purchases of propery and eqUIDmMeNt . .ttt e {17,859 (8,789) {12,466)
Other Vesting aCtVIlES ... e e 2,607 479 (4,994)
Net cash provided by {used in) investing activities . ... ... ... o {131,336) {38,152 32,988
Cash Flows from Financing Activities:
Issuance of convertible senior notes, net of issuance costs . ... ... ... — 242,239 —
Net proceeds from employee stock purchases ... . . 37,762 32,341 24,283
Repayment of principal of long term debt obligations .......... ... . . ... i {99,571) (5,890 —
Net proceeds from Warmant eXeICISE . ... .ttt 4,055 — —
Principal payments On Capital l8aSBS ... ... i e e (1,185) (4,133) {10,570
Net cash provided by (used in) financing activities ......... ... ... . L. {58,939) 264,557 13,713
Increase (decrease) in cash and cash equivalents ... ... e {123,113 207,220 (9,364)
Effects of exchange rate changes on cash and cashequivalents ........ ... ... ... . i 3 24 (43)
Cash and cash equivalents, beginning of period . ... ... . 212,273 5,029 14,436
Cash and cash equivalents, endof period .......... ... $89,163 $212,273 $5,029
Supplemental Cash Flow Information:
Cash paid for INBerEst . . ... i e $ 10,801 $9,442 $10,233
Supplemental Disclosure of Noncash Investing and Financing Activities:
Receipt of shares of SGX Pharmaceuticals, Inc. common stock in exchange for note receivable. ........... $— $ 6,000 $—
Issuance of restricted stock Uner APB NG. 25 .. ... - — 4,784

The accompanying notes are an integral part of these consolidated financial statements.




.............................. L et e A Tl Eanlilid

Unrealized loss on marketable

securities . ......... ..l — — — — {4,368) — (4,368)
Foreign currency translation ............ - — — — L) — 741
Total comprehensive loss ............. - — — — —_ — (201,876)
Employee stock purchases ............. 3,662,719 4 24,280 — — — 24,284
Restructuring related stock-based
compensationexpense ............... — — 479 — —_ - 479
Issuance of deferred stock-based
gompensation ............ ..., ..., 480,000 1 4,783 (4,219 — — 565
401K stockmateh  ................... 579,036 — 5,232 — — — 5,232
Balance at December 31,2005 .......... 311,120,875 3N 4,582,204 {4,219) (9,580) {2,467,038) 2,101,678
Netioss ... ..l — — — —_ — {43,953) {43,953)
Unrealized gain on marketabie
securities ... ... . — — — — 9,385 — 9,385
Foreign currency translation . ........... — — -—_ — {1,131} — {1,131)
Total comprehensive loss ............. — — — — — — (35,699)
Employee stock purchases ............. 4,533,701 5 32,336 — — — 32,341
Issuance of restricted stock  ............ 1,391,730 1 {1} — — — —
Forfeiture of restricted stock  ........... (172,630) — —_ — — - -

Write-off of deferred stock-based
compensation upon adoption

of SFAS123R ... .. ... ... — — (4,219 4,219 — — —
Stock-based compensation
BXDENSE ..ot — — 4214 -— — — 42141
A01Kstockmatch ................. .. 467 857 — 4,716 — —_ — 4716
Balance at December 31,200 .......... 317,341,533 N7 4,657,177 — (1,326) {(2,510,991) 2145177
Netincome ........................ — — - — — 14,909 14,909
Unrealized gain on marketable
securities ... .. — — — — 5,248 — 5,248
Foreign currency transfation  ........... — — — — {34) — (34)
Total comprehensive income  .......... —_ — — — — — 20,123
Employee stock purchases  ............ 4,517 631 5 37,757 — —_ — 37,762
Warrants exercise ..., . ... ... 429,600 1 4054 — — 4,055
Issuance of restricted stock  ........... 2,260,786 2 — — —_ 2
Forfeiture of restricted stock  ........ ... {370,526) — — — — -— -_—
Stock-based compensation
BXDEMSE .. ...ttt — — 25,158 — — — 25,158
401K stockmatch  ................ ... 426,051 — 4,616 — — — 4,616
Balance at December 31,2007 ......... 324,605,075 $325 $4,728,762 $— $3,888 $(2,496,082) $2,236,893

The accompanying notes are an integral part of these consolidated financial statements.
0 P
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“SGP"), excluding co-promotion revenue, refaled w e saic ur iviLuee
accounted for approximately 20 percent, 27 percent and 24 percent of
cansolidated revenues for the years ended December 31, 2007, 2006 and 2005,

respectively.

There were no other significant customers under strategic alfiances and royaities
in 2007, 2006 and 2005.

Information Concerning Market and Source of Supply Concentration

The Company relies on third party contract manufacturers for the manufacturing,
fill/finish and packaging of VELCADE forboth commercial purposes and for ongoing
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cancer, INnaidliidalily UUWe! Ulotdaba iR AR TS

Company currently commercializes VELCADE, the global market leader for the
treatment of patients with multiple myeloma who have received at least one
arine tharany and the | Initer States market teader for the treatment of mantle cell

Millennium Pharmaceuticals, Inc.
Notes to Consolidated Financial Statements
December 31, 2007 (Continued)

the grant of shares based upon specified
conditions, the grant of securities convertible
inte common stock and the grant of stock
appreciation rights of up to 25,000,000

shares of common stock. At December 31, Gr antgd """"""""
2007, 520,278 shares of common stock have | CXECiSEd ...
| Forfeited or expired ......

been reserved for the exercise of options
outstanding, 40,000 shares of common stock
have been reserved for the vesting of restricted
stock units and 24,295,537 shares of common
stock are available for future grant under the
2007 Plan. The purpose of the 2007 Plan was to consolidate, conform and
replace all of the Company’s existing equity plans under which there were shares
available for grant.

The Company's 1993 Incentive Stock Plan (the “1993 Plan”), 1996 Equity
Incentive Plan {the “1996 Plan”), and 1997 Equity Incentive Plan {the "1997
Pian”), allowed for the granting of incentive and nonstatutory stock options for
purchase of common stock of up to 21,600,000, 22,400,000, and 16,000,000
options, respectively. The Company's 2000 incentive Stock Plan (the “2000 Plan”™)
allowed for the granting of incentive and nonstatutory stock options, restricted
stock awards and other stockbased awards, including the grant of shares based
upon specified conditions, the grant of securities convertible into common
stock and the grant of stock appreciation rights of up to 45,607,706 shares
of common stock. At December 31, 2007, a total of 61,977, 568,788, 760,549
and 17,601,788 shares of common stock have been reserved for exercise of
options outstanding under the 1993, 19986, 1997 and 2000 Plans, respectively.
No options are available for future grant under the 1993, 1996, 1997 and 2000
Plans.

! Qutstanding at December 31,
Vested or expected to vest at

In connection with acquisitions prior to 2004, the Company assumed certain
stock option plans of its acquired companies. The Plans, as assumed, aifowed for
the granting of incentive and nonstatutory options to purchase up to 14,595,425
shares of Millennium common stock. At December 31, 2007, a total of 390,897
shares of common stock have been reserved for the exercise of options
outstanding under these assumed Plans. No options are available for future grant
under these plans,

Under the 1936 Employee Stock Purchase Plan, eligible employees may purchase
common stock at a price per share equal to 85% of the lower of the fair market
value of the common stock at the beginning or end of each offering period.
Participation in the offering is fimited to 10% of the employee's compensation or
$25,000 in any calendar year. The offering periods begin on May 1 and November
1 of each year. At December 31, 2007, subscriptions were outstanding for an
estimated 74,356 shares at $8.96 per share.

uuuuuuuuuuuuu

] Outstanding at January 1, 2007

Exercisable at December 31, 2007
m

influence can be exercised over the investee, in which case such securities are
recorded using the equity method. The Company monitors these investments in
private companies on a quarterly basis and determines whether any impairment

The following table presents the combined option activity of the Company’s stock
option plans for the year ended December 31, 2007:

Weighted- Weighted-

Shares of Average
Common Stock Average Remaining Aggregate
Attributable o Exercisa Price  Gontractual Term Intrinsic Vatug
Options Of Options {in years) {in thousands)
.............. 27,004,963 $16.19
................. 1,327,326 10.88
................. {4,112,542) §.26
................. (4,315,470) 2225
2007 ............ 19,904,277 $16.32 5.35 $61,114
December 31,2007 .. 19,150,633 516.54 5.19 $57,777
............. 16,534,035 $17.46 472 $46,610

The weighted-average grant-date fair value of options granted during 2007,
2006 and 2005 was $3.96, $3.93 and $4.56, respectively.

The intrinsic value of options exercised during 2007, 2006 and 2005 was $15.7
million, $13.5 million and $9.4 million, respectively.

As of December 31, 2007, the total remaining unrecognized compensation
cost related to nonvested stock option awards amounted to approximately
$6.6 million, including estimated forfeitures, which will be recognized over the
weighted-average remaining requisite service period of approximately one and
one half years.

A summary of the status of nonvested shares of restricted stock and restricted
stock units as of December 31, 2007, and changes during the year then ended,
is presented below:

Weighted-Average
Shares Grant Date Fair Value
Nonvested at January 1,2007 ........ 1,659,100 $10.31
Granted ....................... .. 2,300,786 10.90
Vested ........ . ... ... {509,819) 10.36
p Forfeited ...l {370,526) 10.58
...... 3,079,541 $10.70

i Nonvested at December 31, 2007

o o e VU
The total fair value of shares of restricted stock that vested was approximately

$5.3 million and $0.4 million during the periods ended December 31, 2007 and
20086, respectively. No shares of restricted stock vested in 2005.

As of December 31, 2007, the total remaining unrecognized compensation cost
related to nonvested restricted stock awards and restricted stock units amounted
to approximately $12.1 miflion, including estimated forfeitures, which will be
recognized over the weighted-average remaining requisite service period of
approximately one and one half years.
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Millennium Pharmaceuticals, Inc.

Statements of Stockholders’ Equity Accumulated
Additional Other Total
Common Stock Paid-in Deferred Comprehensive  Accumulated  Stockholders’
shares amount Capital Compensation  Income (Loss) Deficit Equity
(in thousands, except shares)

Balance at December 31, 2004 306,399,120 $306 $4,547 430 $— 3(5,953)  $(2,268,789) $2,272,994
Netfoss .. ....... . ... ooty — — — — — {198,249} (198,249)
Unrealized loss on marketable
securities ... ... — — — — (4,368) — {4,368}
Foreign currency translation ............ - — - — M — M1

Total comprehensive loss ............. — — — — — — (201,876)
Employee stock purchases ............. 3,662,719 4 24,280 — — — 24,284
Restructuring related stock-based
compensation expense ............... — — 479 —_ —_ — 479
issuance of deferred stock-based
compensation ...................... 480,000 1 4,783 {4,219) — e 565
A01Kstock match  ................... 579,036 — 5,832 — — — 5,232
Balance at December 31,2005 .......... 311,120,875 3N 4,582 204 {4,219) (9,580) (2,467,038) 2,101,678
Netloss ......... .. ... ........... — — — — — {43,953) {43,953)
Unrealized gain on marketable
securities  ......... ..l — — — — 9,385 — 9,385
Foreign currency translation ............ — —_ — — (1,131) — {1,131)

Total comprehensive loss ............. — — — — — — {35,699
Employee stock purchases ............. 4,533,701 5 32,336 — — — 32,341
tssuance of restricted stock  ............ 1,391,730 1 (1) — — — —
Forfeiture of restricted stock  ........... {(172,630) — — — — - -
Write-off of deferred stock-based
compensation upen adoption
of SFAS123R ............. ... ..... — — {4,219) 4,219 — — —
Stock-based compensation
BXDENSE ... e — — 42,141 — —_ — 42141
401K stock mateh ... ... Ll 467,857 — 4,716 — — — 4,716
Balance at December 31,200 .......... 317,341,533 317 4,657,177 — (1,326) (2,510,991) 2,145,177
Netincome ........................ — — — — — 14,909 14,909
Unrealized gain on marketable
securities  .......... ...l — — — — 5,248 — 5,248
Foreign currency transfation ........... — — — — (34) — (34)

Total comprehensive income .......... — — — — —_ — 20123
Employee stock purchases  ............ 4,517,631 5 37,757 — — — 37,762
Warrants exercise — ............ .. ... 429,600 1 4,054 — — 4,055
Issuance of restricted stock .. ......... 2,260,786 2 — — — 2
Forfeiture of restricted stock ... ... {370,526) — — — — — —
Stock-based compensation
BXPENSE . v — — 25,158 — — — 25,158
d01Kstockmatch  ................... 426,051 — 4,616 — — — 4,616
Balance at December 31,2007 ......... 324,605,075 $325 $4,728,762 $— $3,888 5(2,496,082) $2,236,893

The accompanying notes are an integral part of these consolidated financial statements.
e
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Millennium Pharmaceuticals, Inc.

Notes to Consolidated Financial Statements

December 31, 2007

1. The Company

Millennium Pharmaceuticals, Inc. {“Millennium” or the “Company™) is an
innovation-driven  biopharmaceutical company focused on discovering,
developing and commercializing medicines to improve the lives of patients with
cancer, inflammatory bowel diseases and other inflammatory diseases. The
Company currently commercializes VELCADE, the global market leader for the
treatment of patients with multiple myeloma who have received at least one
prior therapy and the United States market leader for the treatment of mantle cell
lymphoma patients who have received at feast one prior therapy. The Company is
also awaiting a decision from the Food and Drug Administration (“FDA”) to market
VELCADE for patients with newly diagnosed multiple myeloma, The Company
has a development pipeline of clinical and preclinical product candidates in its
therapeutic focus areas of cancer and inflammatory diseases. The Company
has an oncology-focused drug discovery organization. Strategic business
relationships are a key component of the Comgpany’s business to maximize the
global potential of its products and product candidates.

Millennium’s strategy is to build a portfolio of new medicines based on its
understanding of genomics and protein homeostasis, which is a set of particular
molecular pathways that affect the establishment and progression of diseases.
These molecular pathways include the related effects of proteins on cellular
performance, reproduction and death. The Company plans to develop and
commercialize many of its products on its own, but expects to seek development
and commaercial collaborators on favorable terms or when it believes that doing
s0 would be advantageous to the Company.

2. Summary of Significant Accounting Policies

Basis of Presentation

The consolidated financial statements include the accounts of Millennium
and its wholly-owned subsidiaries. All significant intercompany accounts and
transactions have been eliminated in consolidation.

The preparation of financial statements in accordance with generally accepted
accounting principles (“GAAP") requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosure
of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenue and expenses during the reporting period. Actuat
results could differ from those estimates.

Reclassifications

Certain prior year consolidated statements of operations amounts have been
rectassified between research and development and selling, general and
administrative expenses to conform to the current year presentation. This
reclassification does not have a material impact on previously reported research
and development and selling, general and administrative expenses and has no
impact on previously reported net loss from operations.

46

Cash Equivalents, Marketable Securities and Other Investments

Cash equivalents principally consist of money market funds and corporate bonds
with maturities of three months or less at the date of purchase. Marketable
securities primarily consist of investment-grade corporate bonds, asset-backed
debt securities and U.S. government agency debt securities. Other investments
represent ownership in private compan:es in which the Company holds less than
a 20 percent ownership position and does not otherwise exercise significant
influence. The Company carries such investments at cost unless significant
influence can be exercised over the investee, in which case such securities are
recorded using the equity method. The Company monitors these investments in
private companies on a quarterly basis and determines whether any impairment
in their value would require a charge fo the statement of operations, based on
the implied value from any recent rouncs of financing completed by the investee,
market prices of comparable public ccmpanies and general market conditions.
These other investments are included in other assets and aggregate $9.3 million
and $8.9 million at December 31, 2007 and December 31, 2006, respectively.

Management determines the appropriate classification of marketable securities
at the time of purchase and reevaluates such designation at each balance sheet
date. Marketable securities at December 31, 2007 and December 31, 2006 are
classified as “available-for-sale.” Available-for-sale securities are carried at fair
value, with the unrealized gains and losses reported in 2 separate component
of stockholders' equity. The cost of debt securities in this category is adjusted
for amortization of premiums and accretion of discounts to maturity. Such
amortization and accretion are included in investment income. Realized gains
and losses and declines in value judgec to be other-than-temporary on available-
for-sale securities and other investments are included in investment income. The
cost of securities sold is based on the specific identification method. Interest and
dividends on securities classified as available-for-sale are included in investment
income.

During the years ended December 31, 2007, 2006 and 2005, the Company
recorded realized gaing on marketable securities and other investments of
$9.6 million, $3.1 miliion and $0.1 million, respectively, and realized losses and
declines in value judged to be other-than-temparary on marketable securities and
other investments of $5.0 million, $5.3 million and $3.6 million, respectively.

Realized gains on marketable securities for the year ended December 31, 2007
and 2006 included a realized gain of approximately $2.3 million and $3.1 million,
respectively, related to the Company’s share of proceeds from a class action
proceeding against WorldCom, Inc. The Company had previously recorded
realized losses equal to the carrying value of its investment in WorldCom, Inc., as
the decfine in value was determined to be other-than-temporary at that time.

During the year ended December 31, 2005, the Company recorded a realized
gain of approximately $10.5 million from the sale of its cost method investment
in TransForm Pharmaceuticals, Inc. {“TransForm”). In Qctober 2008, the Company
recorded an additional realized gain of $2.9 million upon the final settlement
and receipt of the escrowed portion of the sale proceeds. TransForm, 2 company
specializing in the discovery of formulations and novet crystalline forms of drug




molecules, was acquired by Jehnson & Johnson in a cash-for-stock transaction
that closed in April 2005.

Concentrations of Credit Risk

Cash and cash eguivalents are primarily maintained with two major financial
institutions in the United States. Deposits with banks may exceed the amount
of insurance provided on such deposits. Generally, these deposits may be
redeemed upon demand and, therefore, bear minimal risk. Financial instruments
that potentially subject the Company to concentrations of credit risk consist
principally of marketable securities and accounts receivable. Marketable
securities consist of investment-grade corporate bonds, asset-backed and U.S.
government agency securities. The Company's investment policy, approved by
the Board of Directors, limits the amount the Company may invest in any one
type of investment and, in certain cases, in any one issuer, thereby reducing
credit risk concentrations. Accounts receivable includes trade receivables which
result from product sales to a sole distributor and amounts due under strategic
alliances. Concentration of credit risk with respect to accounts receivables is
limited by ongoing credit evaluation and account monitoring procedures.

Segment Information

Statement of Financial Accounting Standards ("SFAS™) No. 131, “Disclosures
about Segments of an Enterprise and Related Information™ {“SFAS No. 131%),
establishes standards for the way that public business enterprises report
information about operating segments in their financial statements. SFAS No. 131
also establishes standards for related disclosures about products and services,
geographic areas, and major customers.

The Company operates in one business segment, which focuses on the research,
development and commercialization of therapeutic products. All of the Company’s
product sales are currently related to sales of VELCADE® (bortezomib) for Injection.
All of the Company’s co-promotion revenue reported in prior perids was related
to sales and development of INTEGRILIN® (eptifibatide) Injection through August
31, 2005, The remainder of the Company’s total revenue is related to its strategic
alliances and royalties.

Revenues from Ortho Biotech Products, L.P. ("0BL"), a member of The Johnson
& Johnson Family Of Companies, accounted for approximately 25 percent, 22
percent and 10 percent of consolidated revenues for the years ended December
31, 2007, 2006 and 2005, respectively.

Revenues from Schering-Plough Ltd. and Schering Corporation (collectively
“SGP”), excluding co-promation revenue, related to the sale of INTEGRILIN,
accounted for approximately 20 percent, 27 percent and 24 percent of
consolidated revenues for the years ended December 31, 2007, 2006 and 2005,
respectively.

There were no other significant customers under strategic alliances and royalties
in 2007, 2006 and 2005.
Information Concerning Market and Source of Supply Concentration

The Company relies on third party contract manufacturers for the manufacturing,
fill/finish and packaging of VELCADE for both commercial purposes and for ongaing
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clinicai trials. The Company has established long term supply relationships for
the production of commercial supplies of VELCADE. The Company works with
one manufacturer under a long term supply agreement to complete fill/finish
for VELCADE. The Company is currently qualifying a second fill/finish supplier in
order to mitigate its risk of VELCADE supply interruption.

The Company distributes VELCADE in the United States through a sole-source
open access distribution model where the Company sells directly to an
independent third party who in turn distributes to the wholesaler base. In April
2008, the Company’s distributor added a second distribution site to its network
in order to improve access to the product for physicians in the western United
States.

INTEGRILIN has received regulatory approvals in the United States, the countries
of the European Union and a number of other countries for various indications.
The Company and SGP co-promoted INTEGRILIN in the United States and shared
any profits and losses through August 31, 2005. In September 2005, SGP
acquired the exclusive development and commercialization rights to INTEGRILIN
in the United States from the Company. In the European Union, GlaxoSmithkiine
pic (“GSK”) exclusively markets INTEGRILIN. The Company continues to manage
the supply chain for INTEGRILIN at the expense of SGP for products sold in the
SGP territories, and at the expense of GSK in the GSK territory.

The Company relies on third party contract manufacturers for the clinical
and commercial production of INTEGRILIN. The Company has three approved
manufacturers, two of which currently provide the Company with eptifibatide,
the active pharmaceutical ingredient (“API”) necessary to make INTEGRILIN,
for both clinical trials and commercial supply. Solvay, S.A., one of the current
manufacturers, owns the process technology used by it and one other
manufacturer for the production of the API. In June 2006, the Company received
FDA approval of its own alternative process technalogy utilized by the second
manufacturer for the production of eptifibatide for approvat in the United States.
The European Medicines Agency approved the afternate process technology for
eptifibatide in June 2007. The Company has two manufacturers that currently
perform fill/finish services for INTEGRILIN and two packaging suppliers for
INTEGRILIN for the United States. The FDA or other regulatory agencies must
approve the processes or the facilities that may be used for the manufacture of
the Company’s marketed products.
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Inventory

inventory consists of currently marketed products, including VELCADE and
INTEGRILIN. inventories are stated at the lower of cost (first in, first out) or
market. Inventories are reviewed periodically for slow-moving or obsolete status
hased on sales activity, both projected and historical.

VELCADE inventories primarily relte to raw materials used in production, work
in process and finished goods inventory on hand. INTEGRILIN inventories include
raw materials used in production and work in process to supply GSK and limited
amounts of work in process to supply SGP.

{nventory consists of the foltowing {in thousands):

December 31,2007  December 31, 2006

Raw materials .............. $4270 $6,770
Workinprocess .............. 1,385 6,424
Finishedgoods .............. 1,166 404

$6,821 313,598
Property and Equipment

Property and equipment are stated at cost. Assets held under capitalized leases
are stated at the present value of future minimum lease obligations. Application
development costs incurred for computer software developed or obtained for
internal use are capitalized in accordance with Statement of Position (“SOP”)
No. 98-1, “Accounting for the Costs of Computer Software Developed for Internal
Use.” Leasehold improvements are stated at cost and are amortized over the
shorter of the remaining life of the building lease or useful life. Depreciation is
recorded on the straight-line method over the shorter of the estimated useful life
of the asset or the term of the lease as follows:

Equipment ..., . 3 to 4 years
Capitalized software  .................. ... ... ...... 3 to 5 years
Leasehold improvements  .......... ... ... .. ....... 4 to 27 years

Goodwill and Intangible Assets

Intangible assets consist of specifically identified intangible assets. Goodwill is
the excess of any purchase price over the estimated fair market value of net
tangible assets acquired not allocated to specific intangible assets.

Intangible assets consist of the following (in thousands}:

Amortization of intangibles is computed using the straight-line method over the
useful lives of the respective assets as follows:

Developedtechnology ......... ... .. L 13 years
Coretechnology  ......... ... i, 4 years
Other. . 21012 years

Amortization expense was approximately $34.0 million in each of the years ended
December 31, 2007, 2006, and 2005. The Company expects to incur amortization
expense of approximately $34.0 million for each of the next five vears.

As required by SFAS No. 142, "Goodwill and Other Intangible Assets,” goodwill
and indefinite lived intangible assets are not amortized, but are reviewed
annually for impairment, or more frequently if impairment indicators arise.
Separable intangible assets that are not deemed to have an indefinite life are
amortized over their useful lives and reviewed for impairment when events or
changes in circumstances suggest that the assets may not be recoverable. The
Company tests for goodwill impairment annually, on October 1, and whenever
events or changes in circumstances suggest that the carrying amount may not
be recoverable,

On Gctober 1, 2007, the Company performed its annual goodwill impairment test
and determined that no impairment existed on that date. The Company continually
monitors business and market conditions, including the restructured relationship
with SGP, to assess whether an impairment indicator exists. If the Company were
to determine that an impairment indicator exists, it would be required to perform
an impairment test, which might result in a material impairment charge to the
statement of operations.

Goodwill as of December 31, 2007 consists of the excess purchase price over the
gstimated fair value of net tangible and intangible assets. The carrying value may
be adjusted as a result of the continued settlement of contingent consideration
arising from acquisitions. Accordingly, Joodwill increased by $3.6 million and
$3.0 milfion for the years ended December 31, 2007 and 2006, respectively.

Fair Value of Financial instruments

The carrying amounts reported in the Company’s balance sheets for current
assets and current liabilities approximate their fair value. The estimated fair value
as of December 31, 2007 of the Company's 2.25% convertible senior notes due
November 15, 2011 (the “2.25% notes™} was $294.1 million based on quoted
market values.

December 31, 2007 December 31, 206

Gross Carrying  Accumulated

Gross Carrying  Accumulated

Amount Amortization Amount Ambrtization
Developed technology ............ .. .. i $435,000  $(196,587) $435,000 $(163,124)
Coretechnology .......... ... .. ... ... . 518,712 $(18,712) $18,712  $(18,712
Other 17,060 {15,024) 17,060 {14,537)
Total amortizable intangible assets, excluding developed technology . . 35,772 {33,736) 35,772 {23,249)
Indefinite-lived trademark ... ........ ... . . ... .. .. ..., 59,000 — 59,000 —
Total infangible assets, excluding developed technology ........... $94,772 $(33,736) $94772 $(33,249




Revenue Recognition

The Company recognizes revenug from the sale of its products, its co-promotion
collaboration through August 31, 2005, strategic alliances and royalties. The
Company's revenue arrangements with multiple elements are divided into
separate units of accounting if specified criteria are met, including whether the
delivered element has stand-alone value to the customer and whether there is
objective and reliable evidence of the fair value of the undelivered items. The
consideration received is allocated among the separate units based on their
respective fair values, and the applicable revenue recognition criteria are apptied
to each of the separate units. Advance payments received in excess of amounts
earned are classified as deferred revenue until earned.

Net product sales

The Company records product sales of VELCADE when delivery has occurred,
title has transferred, collection is reasonably assured and the Company has no
further obligations, Allowances are recorded as a reduction to product sales for
discounts, product returns and governmental and contractual adjustments at
the time of sale. Costs incurred by the Company for shipping and handling are
recorded in cost of sales.

Co-promation revenue

Through August 31, 2005, co-promotion revenue included the Company’s
share of profits from the sale of INTEGRILIN in co-promotion territories by SGP.
Also included in co-promotion revenue were reimbursements from SGP of
the Company's manufacturing-related costs, development costs, advertising
and prometional expenses associated with the sale of INTEGRILIN within co-
promotion territories and royalties from SGP on sales of INTEGRILIN outside of
the co-promotion territory other than Europe. The Company recognized revenue
when SGP shipped INTEGRILIN to wholesalers and recorded it net of allowances,
if any. The Company deferred specified manufacturing-related expenses until
the time SGP shipped related product to its custemers inside and outside of co-
promation territories and outside of Europe.

Beginning September 1, 2005 as a result of the Company’s transition from a
co-promotion to a royalty arrangement for INTEGRILIN in the United States, the
Company no longer reports co-promotion revenue.

Revenue under strategic alliances

The Company recognizes revenue under strategic alliances from nonrefundable
license payments, milestone payments, reimbursement of research and
development costs and reimbursement of manufacturing-related costs.
Nonrefundable upfront fees for which no further performance obligations exist
are recognized as revenue on the earlier of when payments are received or
collection is assured.

Nonrefundable upfront licensing fees and guaranteed, time-based payments
that require continuing involvement in the form of research and development,
manufacturing or other commercialization efforts by the Company are recognized
as revenue:

W ratably over the development period if devetopment risk is significant;
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B ratably over the manufacturing period or estimated product useful life if
development risk has been substantially eliminated; or

® based upon the level of research services performed during the period of
the research contract.

Milestone payments are recognized as revenue when the performance
obligations, as defined in the contract, are achieved. Performance abligations
typically consist of significant milestones in the development life cycle of the
related technology or product candidate, such as initiation of clinical trials, filing
for approval with regulatory agencies and approvals by regulatory agencies.

Reimbursements of research and development costs are recognized as revenue
as the related costs are incurred.

Royalties
Royaities are recognized as revenue when earned. Royalties may include:

B royalties eamed on sales of INTEGRILIN in the United States and other
territories around the world, as provided by SGP;

B royalties, or distribution fees, earned on international sales of VELCADE, as
provided by OBL;

B royalties earned on sales of INTEGRILIN in Europe, as provided by GSK,
and

B other royalties.

Advertising and Promotional Expenses

Advertising and promotional expenses are expensed as incurred. During the
years ended December 31, 2007, 2006 and 2005, advertising and promotional
expenses were $43.1 million, $23.2 million and $35.8 million, respectively.
Amounts recorded in 2005 include advertising and promotional expenses related
to INTEGRILIN.

Other Income

In July 2006, the Company recognized a deferred gain of $3.4 million upon receipt
of praceeds from the sale of assets to Gene Logic, Inc., which was included in
other income for the year ended December 31, 2006.

In September 20086, the Company entered into a support agreement to acquire
the outstanding stock of AnorMED, Inc. Subsequent to executing the support
agreement, AnorMED received a more favorable acquisition offer from Genzyme
Corporation and terminated the initia! support agreement with the Company.
As a result of the termination of the support agreement, the Company received
a $19.5 million termination fee from AnorMED in October 2006, which was
included in other income for the year ended December 31, 2006. Transaction
costs associated with the attempted acquisition of approximately $5.5 miltion
were included in selling, general and administrative expenses for the year ended
December 31, 2006.
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Income Taxes

The liability method, in accordance with SFAS No. 109, “Accounting for
Income Taxes” (“SFAS No. 109™, is used to account for income taxes.
Deferred tax assets and liabilities are determined based on differences
between financial reporting and income tax bases of assets and liabilities,
as well as net operating loss and tax credit carryforwards, and are measured
using the enacted tax rates and laws that will be in effect when the
differences reverse. Deferred tax assets, representing future tax benefits,
are reduced by a valuation allowance to reflect uncertainty when it is more
likely than not that the related tax asset will not be realized. If it is determined
at a later date that these deferred tax assets may become realizable, it
would result in a reversal of some or all of the valuation allowance recorded
against these assets. This would result in a corresponding tax benefit in the
Company’s results of operation, which could be material,

Effective January 1, 2007, the Company adopted FASB Interpretation No. 48
{“FIN 487), "Accounting for Uncertainty in Income Taxes—an Interpretation of
FASB 109" (the “Interpretation”). The Interpretation clarifies the accounting for
uncertainty in income taxes recognized in an enterprise’s financial statements
in accordance with SFAS No. 109. The Interpretation proscribes a recognition
threshold and measurement attribute for financial statement recognition
of an income tax position taken or expected to be taken in a tax return. This
Interpretation also provides guidance on derecognition, measurement,
classification, interest and penalties, accounting in interim periods, disclosure
and transition. The Company's adoption did not have a material impact on its
results of operations or financial position as it did not recognize any assets or
liabilities for unrecognized tax benefits relative to uncertain tax positions upon
adoption of the interpretation. The adoption resulted in the net derecognition of
approximately $33.7 million of deferred tax assets from tax credit carryforwards
which was offset by a reduction in the valuation allowance on the deferred tax
assets.

Earnings (Loss) Per Common Share

Basic earnings (loss) per common share is computed using the weighted-average
number of common shares outstanding during the period, excluding restricted
stock that has been issued but is not vet vested. Diluted earnings (loss) per share
is based upon the weighted average number of common shares outstanding
during the period, plus additional weighted average common equivalent shares
outstanding during the period when the effect is not anti-dilutive. Common
equivalent shares result from the assumed exercise of outstanding stock options
and warrants {the proceeds of which are then assumed to have been used to
repurchase outstanding stock using the treasury stock methed), the assumed
conversion of convertible notes and the vesting of unvested restricted shares
of common stock. Common equivalent shares from options, warrants, unvested
restricted shares and the assumed conversion of convertible notes that were not
included in the calculation of diluted shares because the effect would have been

anti-dilutive were 31.7 million, 39.4 million and 27.7 million at December 31,
2007, 2006 and 2005, respectively. Basic and diluted earnings (I'oss) per comman

share were determined as follows (in thousands, except per share amounts):

Year Ended December 31,
) 2007 2006 2005
Basic
Netincome {loss) ................. $14,909 $(43,953) $(198,249)

Weighted average shares outstanding ... 318,221 313,724 308,284
Basic earnings {loss) pershare .. ...... $0.05  $(0.14 ${0.64)
Diluted

Netincomefloss) ................. $14,909 ${43,953) $(198,249)

Weighted average shares outstanding 318,221 313,724 308,284

Effect of dilutive options and restricted stock 3,099 - —

Weighted average shares assuming dilution 321,320 313,724 308,284
Diluted earnings (loss) per share ..., ... $005 $(0.14) $(0.64)

T W

For the quarter ended December 31, 20C7, the assumed conversion of convertible
notes into 16.2 million shares of common stock has a dilutive effect resulting in
a dilutive income adjustment of $1.8 million in the calculation of the quarterly
earnings per share included in Note 13.

Foreign Currency Translation

The financial statements of the Company’s foreign subsidiaries are measured
using the local currency as the functional currency, with results of operations
and cash flows translated at average exchange rates during the period, and
assets and liabilities translated at end of period exchange rates. Foreign currency
transaction gains and losses are included in the results of operations and are
not material to the Company's consolidated financial statements. Translation
adjustments are excluded from the determination of net income (loss) and are
presented in a separate component of accumulated other comgrehensive income
{loss) in stockholders' equity.

Comprehensive Income (Loss)

Comprehensive income (loss) comprises net income {loss), changes in unrealized
gains and losses on marketable secwities and cumulative foreign currency
translation adjustments. Accumutated ather comprehensive income ({loss) as
of December 31, 2007 and 2006 included unrealized gains of $4.9 million and
unrealized losses of $0.4 million, respectively, on marketable securities and $(1.0)
million and $(0.9) million, respectively, of cumulative foreign currency translation
adjustments. Comprehensive income {loss) is reflected in the consolidated
statements of stockholders’ equity.

Stock-Based Compensation Expense

As discussed more fully in Note 10, the Company adopted SFAS No. 123 (revised
2004), “Share Based Payment" (“SFAS 123R™ effective January 1, 2006 under
the modified prospective transition method of adoption. SFAS 123R requires
the recognition of the fair value of stock-based compensation in its statements
of operations. Stock-based compensation expense primarily relates to stock
options, restricted stock and stock issued under the Company’s employee stock
purchase plans.
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Prior to January 1, 2006, the Company followed Accounting Principles Board
Opinion No. 25, “Accounting for Stock Issued to Employees™ (*APB 25”) and
related interpretations, in accounting for its stock-based compensation plans.
Under APB 25, when the exercise price of the employee stock options equals
the market price of the underlying stock on the date of grant, no stock-based
compensation expense was recognized. The Company elected the madified
prospective transition method for adopting SFAS 123R. Under this method, the
provisions of SFAS 123R apply to all awards granted or modified after the date
of adoption. In addition, the unrecognized expense of awards not yet vested
at the date of adoption, determined under the original provisions of SFAS 123,
“Accounting for Stock-Based Compensation” (“SFAS 123}, is being recognized
in the Company's statements of operations in the periods after the date of
adoption. For stock options granted prior to January 1, 2006, the Company
calculated stock-based compensation expense on a straight-line basis over the
requisite service period for each separately vesting portion of the award as if the
award was, in substance, multiple awards. For restricted stock granted prior to
January 1, 2006, the Corpany calculated stockbased compensation expense on
a straight-line basis over the requisite service period of the entire award.

SFAS 123 and 123R require the presentation of pro forma information for periods
prior to adoption as if the Company had accounted for all stock-based employee
compensation expense under the fair value method of those statements. For
purposes of this pro forma disclosure, the estimated fair value of the stock
options at the date of the grant is amortized to expense on a straight-line basis
over the requisite service period for each separately vesting portion of the award
as if the award was, in substance, multiple awards. The Company accounted
for forfeitures as they occurred. The following table illustrates the effect on net
loss and loss per share as if the Company had applied the fair value recognition
provisions o stock-based employee compensation expense (in thousands,
except per share amounts):

Year Ended
December 31, 2005

NetloSS ...ttt $(198,249)
Add: Stock-based compensation as reported
in the Statement of Qperations  ..................... 1,044
Deduct; Total stock-based employee compensation expense
determined under fair value based method for all awards ...  {48,629)
Proformanetloss ....... ... . ciiiiiiiiiii, $(245,834)
Amounts per common share:
Basic and diluted—as reported . ......... ... ..ol ${0.64)

Basic and diluted—pro forma $ (0.80)

Accounting Pronouncements
In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,”
(“SFAS No. 1577). SFAS No. 157 defines fair value, establishes a framework for
measuring fair value in accordance with generally accepted accounting principles
and expands disclosures about fair value measurements. SFAS No. 157 codifies
the definition of fair value as the price that would be received to sell an asset or

paid to transfer a liability in an orderly transaction between market participants at
the measurement date, clarifies the principle that fair value should be based on
the assumptions market participants would use when pricing the asset or liability
and establishes a fair value hierarchy that prioritizes the information used to
devetop those assumptions. SFAS No. 157 is effective for fiscal years beginning
after December 15, 2007. The Company does not believe that adoption will have
a materia! impact on its results of operations, financial position or cash fiows.

In February 2007, the FASB issued SFAS No. 159, “The Fair Valug Option for
Financial Assets and Financial Liabilities,” (“SFAS 1597). SFAS 159 permits
entities to choose to measure many financial instruments and certain other
items at fair value. The objective is to improve financial reporting by providing
entities with the opportunity to mitigate volatility in reported eamnings caused
by measuring related assets and liabilities differently without having to apply
complex hedge accounting provisions. SFAS 159 is effective for fiscal years
beginning after November 15, 2007. The Company is currently analyzing the
effect, if any, SFAS 159 will have on its conselidated financial position and resutts
of operations.

In June 2007, the FASB issued EITF No. 07-3, “Accounting for Nonrefundable
Advance Payments for Goods or Services to Be Used in Future Research and
Development Activities,” (“EITF 07-3"). EITF 07-3 requires that nonrefundable
advance payments for goods or services to be received in the future for use
in research and development activities should be deferred and capitalized. The
capitalized amounts should be expensed as the related goods are delivered or
the services are performed. EITF 07-3 is effective for new contracts entered
into during fiscal years beginning after December 15, 2007. The Company is
currently analyzing the effect, if any, EITF 07-3 will have on its consolidated
financial position and results of operations.

In December 2007, the FASB issued EITF Issue 07-1,"Accounting for Collaborative
Arrangements,” (“EITF 07-1"). EITF 07-1 requires collaborators to present the
results of activities for which they act as the principa! on a gross basis and
report any payments received from {made to) other collaborators based on other
applicable GAAP or, in the absence of other applicable GAAP, based on anafogy
to authoritative accounting literature or a reasonable, rational, and consistently
applied accounting policy election. Further, EITF 07-1 clarified the determination
of whether transactions within a collaborative arrangement are part of a
vendor-customer {or analogous) relationship subject to EITF (01-8, “Accounting
for Consideration Given by a Vendor to a Customer {Including a Reseller of the
Vendor's Products).” EITF 07-1 will be effective for the Company beginning on
January 1, 2009. The Company is currently evaluating the effect EITF 07-1 will
have on its consolidated financiat position and results of operations.

3. Restructuring

2006 Resource Alignment

In Qctober 2006, the Company announced a program to further align resources
with its current corporate priorities of advancing YELCADE and accelerating
the clinica! and preclinical pipeline by lowering investment in discovery and
supporting areas. As part of its program, the Company has reduced in-house

B
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research and development technologies and headcount in areas where the work
can now be outsourced.

The Company recorded restructuring charges of approximately $17.2 million
during the year ended December 31, 2007 under the 2006 restructuring program
primarily for additional facility-related costs associated with vacated buildings
and employee termination benefits as a resutt of headcount reductions. “Other”
in the table below includes the write-off of deferred rent in accordance with
SFAS No. 13, “Accounting for Leases,” upon vacating the facilities. During the
year ended December 31, 2006, the Company racorded restructuring charges
of approximately $5.2 million under the 2006 restructuring program primarily
related to employee termination benefits as a result of headcount reductions.

The following table displays the restructuring activity and liability balances:

associated with vacated buildings, chenges in sublease assumptions of certain
vacated buildings, and employee termination benefits as a result of headcount
reductions within inflammation discovery and business support groups, partially
offset by a credit resulting from the earlier than anticipated sublease of one of
the vacated buildings at a higher rate per square foot than the Company had
originally estimated.

The following table displays the restructuring activity and liability balances:

Balance at Balance at
December 31, Net Charges/ December 31,
{in thousands) 2006 {Credits)  Payments 2007
Termination benefits $133 $(30) $(103) $—
| Facilities ............ 13,827 (3,780) {3,815) 6,232
QOther associated costs . . 24 {24) — —
Total ............... $13,984 (3,834 $(3.918) $6,232

O S

Balance at Balance at
December 31, Net Charges/ Asset December 31,
{in thousands) 2006 (Credits)  Payments  Impairment  Other 2007
Termination benefits $3602 $1,460  $(4,423) $— $— §639
Facilites ............ — 16,028 (3,955) — {2,593) 9,480
Asset impairment ... ., — (301} — M —_ —
Other associated costs — a7 (57) — — =
Total ............... $3,602 $17,244 (8,435 $301 $(2,593)  $10,119
Balance at Balance at
December 31, Net Charges/ December 31,
2005 (Credits)  Payments 2006
Termination bengfits $— 85155  §(1,553) $3,602

2005 Strategic Refinement Balance at Balance at
In October 2005, the Company announced its 2005 ! December 31, Net Charges/ Asset December 31,

. . , \ 2005 (Creditsy)  Payments  Impairment  Other 2006
restructuring plan in support of a refined business 1 Termination benefit 34,367 $280 $4512 3 3 5133
strategy focused on advancing key growth assets, | Ferrprlpa '0n benefils 24’812 5 997 {7‘240) o 2; 12,827
including VELCADE, advancing the Company’s clinical acil nles o ' (3.997) (7.240) - '
. o ) , Assetimpairment ..... — 4,869 — {4,869) — —_
pipeline and building a leading oncology-focused o
' . . ) . Contract termination 37 37 (74) — — —
discovery organization. In connection with the strategic Other associated costs 16 47 a9 2
refinement, the Company substantially reduced its effort — —

pary y poTotal Lol $20,232  $1,236  $(11,867)  $(4,869) $252 $13,984

in inflammation discovery and reduced overall headcount,
including eliminating positions in INTEGRILIN sales and
marketing, inflammation discovery and various other business support groups.

The Company recorded net restructuring credits of approximately $3.8 million
during the year ended December 31, 2007 under the 2005 restructuring plan,
primarily related to the earlier than anticipated sublease of one of its facilities
charged to restructuring in prior years at a higher rate per square foot than it had
originally estimated. During the year ended December 31, 2006, the Company
recorded restructuring charges under the Company’s 2005 restructuring plan
of approximately $1.2 milion primarily for additional facility-related costs

O Yy T

2003 Restructuring Plan

In December 2002 and June 2003, the Company realigned its resources to
become a commerciallyfocused hiophzrmaceutical company. The Company
discontinued specified discovery research efforts, reduced overall headcount,
primarily in its discovery group, and consolidated its research and development
facilities.

Duringthe yearended December 31, 2007, the Company recorded netrestructuring
credits under the Company’s 2003 restructuring plan of approximately $0.5
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million primarily related to the earlier than anticipated sublease of one of its
facilities charged to restructuring in prior years at a higher rate per square foot
than it had originally estimated, as well as the sublease extension for another
facility charged to restructuring in prior years. During the year ended December
31, 2006, the Company recorded restructuring charges under the Company's
2003 restructuring plan of approximately $14.0 million primarily related to the
lease termination payment for its vacated facility in Cambridge, England.

The following table displays the restructuring activity and liability balances:

Balance at

Balance at
December 31, Net Charges/ December 31,
(in thousands) 2006 {Credits)  Payments 2007
Termination benefits $— ${10) 310 $—
Facilites .......... 49,928 (514) (16,363) 33,051
Total ............. $49,028 $(524) $(16,353)  $33,051
Batance at Balance at
December 31, Net Charges/ December 31,
2005 (Credits)  Payments 2006
Facilities ........... $75,671  $13995 §$(39,738)  $49,928
Other associated costs . — 7 ] —
Total .............. $75,671 $14,002 $(39,745)  $49,928

The Company accounts for its restructuring charges in accordance with SFAS No.
146, “Accounting for Costs Associated with Exit or Disposal Activities” (“SFAS No.
146"). SFAS No. 146 requires that a liability for a cost associated with an exit or
disposal activity be recognized and measured initially at its fair value in the period
in which the liability is incurred, except for one-time termination benefits that
meet specified requirements. Costs of termination benefits relate to severance
packages, out-placement services and career counseling for employees affected
by the restructuring.

In accordance with SFAS No. 146, the Company's facilities related expenses
and liabilities in all restructuring plans include estimates of the remaining rental
obligations, net of estimated sublease income, for facilities the Company no
longer occupies. The Company reviews its estimates and assumptions on a
regular basis, until the outcome is finalized, and makes whatever modifications
are necessary, based on the Company's best judgment, to reflect any changed
circumstances.

The Company's decisions to vacate specified facilities and abandon the related
leasehold improvements as well as terminate specified research programs were
deemed to be impairment indicators under SFAS No. 144, *Accounting for the
Impairment or Disposal of Long-Lived Assets.” As a result of performing the
impairment evaluations, asset impairment charges were recorded to adjust the
carrying value of the related long-lived assets to their net realizable values. The
fair values of the assets were estimated based upon anticipated future cash
flows, discounted at a rate commensurate with the risk involved. These amounts
are included in asset impairment in the above tables.

In connection with its 2006 decision to abandon certain facilities in 2007 under
the 2006 restructuring program, the Company shortened the useful lives of the
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teasehold improvements at these facilities in accordance with SFAS No. 144.
During the years ended December 31, 2007 and 2006, the Company recorded
additional depreciation expense of approximately $3.3 million and $3.8 million,
respectively, in research and development expense related to its decision.

The projected timing of payments of the remaining restructuring liabilities
under all of the Company’s restructuring initiatives at December 31, 2007 is
approximately $23.0 million in 2008 and $26.4 million thereafter through
2014. The actual amount and timing of the payment of the remaining accrued
fliability is dependent upon the ultimate terms of any potential subleases or lease
restructuring,

4, Revenue and Strategic Alliances

The Campany has entered into research, development, technology transfer and
commercialization arrangements with major pharmaceutical and biotechnology
companies relating to a broad range of therapeutic products. These alliances
provide the Company with the opportunity to receive various combinations of
license fees, research funding, distribution fees and may provide additional
payments contingent upon its achievement of research and regulatory milestones
and royalties and/or profit shares if the Company's collaborations are successful
in developing and commercializing products.

Praduct Alliances

VELCADE

OnJune 30,2003, the Company entered into an agreement with OBL. to collaborate
on the commercialization and with Johnson & Johnson Pharmaceutical Research
& Development, L.L.C., or JJPRD, to continue clinical development of VELCADE.
Under the terms of the agreement, the Company retains al! commercialization
rights to VELCADE in the United States. OBL and its affiliate, Janssen-Cilag, have
agreed to commercialize VELCADE outside of the United States. The Company
is entitled to royaities in the form of distribution fees from OBL and its affiliate
on sales of VELCADE outside of the United States. The Company also retains a
fimited option to co-promote VELCADE with OBL at a future date in specified
European countries.

The Company is engaged with JJPRD in an extensive global program for further
clinical development of VELCADE with the purpose of maximizing the commercial
potential of VELGADE. This program is investigating the potential of VELCADE
to treat multiple forms of solid and hematological cancers, including continued
clinical development of VELCADE for multiple myeloma. JJPRD was responsible
for 40% of the joint development costs through 2005 and is currently responsible
for 45% of those costs. The Company is responsible for the remaining 55% of the
joint development costs.

The Company may receive payments for achieving clinical development
milestones, for achieving regulatory milestones outside of the United States and
for achieving agreed-upon sales levels of VELCADE outside of the United States.
The Company may also receive additional payments for achieving specified
clinical and regulatory approval milestenes outside of the United States for
additional solid and hematological cancers and for achieving sales milestones
outside of the United States. During the years ended December 31, 2007, 2006
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and 2005, the Company recognized approximately $40.0 million, $48.0 million
and $22.0 mitlion, respectively, of milestone payments as revenue under this
alliance.

n October 2006, the Company and Ortho Bictech Inc. {*0BI") announced a
two-year agreement to jointly promote VELCADE in the U.S. Under the terms of
the agreement, in the first quarter of 2007, OBl and the Company began jointly
promoting VELCADE to U.S.-based physicians. The Company pays a proportion of
the VELCADE related costs for the 0Bl sales force, and 0B is entitled to receive
a commission should sales associated with the increased promoticnal effort
exceed pre-specified targets. Both parties are able to terminate the agreement
under certain circumstances and subject to fees. The Company continues to
be responsible for manufacturing and distribution of VELCADE in the U.S. The
Company believes this coflaboration, with the well-established 0Bl oncology
sales force, helps realize the full potential of the product. The current agreement
between the Company and OBL for the promation of VELCADE outside the U.S.
remains unchanged.

INTEGRILIN

In April 1999, COR entered into a collaboration agreement with SGP to jointly
develop and commercialize INTEGRILIN on a worldwide basis. The Company
acquired COR in February 2002. Under its collaboration agreement with SGP, the
Company generally shared any profits or losses from the sale of INTEGRILIN in
the United States with SGP based on the amount of promotional efforts that each
party contributed. Since the United States launch of INTEGRILIN in June 1898,
the Company and SGP had agreed to share promotional efforts in the United
States equally, except for costs associated with marketing programs that are
specific to the Company. The Company had granted SGP an exclusive license
to market INTEGRILIN outside of the United States and Europe and SGP paid the
Company royalties based on those sales.

n June 2004, the Company reacquired the rights to market INTEGRILIN in
Europe from SGP and concurrently entered into & license agreement granting
GSK exclusive marketing rights to INTEGRILIN in Europe. In January 2005, the
transition of the INTEGRILIN marketing authorization for the European Union from
SGP to GSK was completed and GSK began sefling INTEGRILIN in the countries of
the European Union. Under the terms of the agreement, the Company is entitled
to license fees and royalties from GSK on INTEGRILIN sales in Europe upon the
achievement of specified objectives. During the years ended December 31, 2006
and 2005, the Company recognized license fees of approximately $2.9 million
and $21.7 million, respectively, included in strategic alliance revenue from GSK.

On September 1, 2005, the Company transferred to SGP the exclusive
devetopment and commercialization rights to INTEGRILIN in the United States.
In exchange for these rights, SGP paid the Company approximately $35.5 million
in a nonrefundable upfront payment that the Company is recognizing as revenue
ratably over the Company’s period of invalvement in managing the supply chain.
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In addition, SGP is obiigated to pay the Company royalties on product sales of
INTEGRILIN over the lifetime of the product, with the potential of the Company
receiving royalties beyond the 2014 patent expiration date.

As of September 1, 2005, the Company no longer records co-promotion revenue.
The Company now records royalties on sales of INTEGRILIN in the United States
and other territories, as earned on a quarterly basis over the life of the INTEGRILIN
product. Minimum royalty payments far 2006 and 2007 were approximately
$85.4 million. There are no guaranteed minimum royatty payments for 2008 or
future years.

Upon closing the amended collaboration agreement with SGP, the Company
recognized strategic alliance revenue o” approximately $71.4 million in the third
quarter of 2005 relating to the Company’s sale to SGP of its existing raw materials
and finished goods INTEGRILIN inventory. SGP assumed development obligations
relating to the product. The Company continues to manage the supply chain for
INTEGRILIN at the expense of SGP for products sold in the United States and other
areas outside of the European Union.

5. Marketable Securities
The following is 2 summary of available-for-sale securities:

December 31, 2007

Gross Gross
Unrealized Unrealized Estimated

{in thousands) Cost Gains Losses Fair Value
Corparate bonds
Due in one year or less .. $ 15,755 $10 ${69 815700
Due in one to three years 561,253 4,861 (769) 565,345
Asset-backed securities
Due in one 1o five years . 84,432 342 {54) 84,720
Duginsixtotenyears .. 2,931 12 (14) 2,929
Due after ten years 85,782 400 (679) 85,503
U.S. government agency securities
Dueinonevyearorless .. 2,492 22 — 2,514
Due in one to three years 44,577 828 {3) 45,402

$797222  $6,475  ${1,584) $802113
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December 31, 2007

Gross Gross
Unrealized  Unrealized Estimated
Cost Gaing Losses Fair Value
Corporate bonds
Due in one year or less . $ 15,420 $— $(181) $15,239
Due in one to three years 537,055 426 3,719y 533,762
Asset-backed securities
Dug in one to five years . 65,385 152 (206) 65,331
Due in six to ten years . . 3,441 5 (52} 3,394
Due after ten years 15,435 37 {99) 15,373
U.S. government agency securities
Due in one year or less . 2,275 — (11} 2,264
Due in one to three years 43,422 48 (257) 43,213
Equity securities ... .. —_— 3,500 —_ 3,500
$682,433 $(4,525) $682,076

The following is a summary of the gross unrealized losses and the fair value
of the Company's investments with unrealized losses that are not deemed to
be other-than-temporarily impaired, aggregated by investment category and
length of time that individual securities have been in a continuous unrealized
loss position:

December 31, 2007

Company has the ability and intent to hold these investments until a recovery of
fair value, the Company does not consider these investments to be other-than-
tempoararily impaired at December 31, 2007.

6. Property and Equipment
Property and equipment consists of the following at December 31 (in
thousands}:

2007 2006

Equipment ... .. ... .. ... . $ 147,555 $ 164,463
Capitalized software ..................... 39,861 39,192
Leasehold improvements  ................. 241,144 231,730
Constructioninprogress  ............. .. ... 2,376 1,621
430,936 437,006

Less accumulated depreciation and amortization . (283,067) {283,657)
$ 147,869 $ 153,349

Depreciation expense, which includes amortization of assets recorded under
capital leases as described in Note 9, was $23.1 million, $31.9 million and $42.3
million, in 2007, 2006 and 2003, respectively. During the years ended December
31, 2007 and December 31, 2008, the Company retired certain fixed assets that
had been fully amortized.

Less Than 12 Months 12 Months or Greater Total

Unrealized Unrealized Unrealized
{in thousands) Fair Value Losses  Fair Value Losses  FairValue Losses
Corporate bonds ... ... $98,026 $(773) $12.182 $(61)  $110,208 $(834)
Asset-backed securities . 49,803 {514) 8,866 {233) 58,669 (747)
U.S. government agency
securities ........... 5103 3 — — 5103 (3
Total .............. $152,832 §(1,290) $21,048 $(294)  $173,980  $(1,584)

There were 58 corporate bonds and 125 asset-backed securities in an
unrealized loss position at December 31, 2007. The majority of the securities in
an unrealized loss position greater than one year have been in an unrealized [oss
position for less than two years. The unrealized losses were primarity caused
by interest rate changes, and not credit quality issues. To determine whether
an other-than-temporary impairment exists, the Company demonstrates that it
has the ability and intent to hold the investment until a market price recovery
and, in doing so, considers evidence indicating the cost of the investment is
recoverable and outweighs evidence to the contrary. Since the decline in market
value is primarily attributable to changes in interest rates and the Company has
the ability and intent to hold these investments until a recovery of fair value,
the Company does not consider these investments to be other-than-temporarily
impaired at December 31, 2007.

The unrealized losses on investments in United States government agency
securities at December 31, 2007 were primarily caused by interest rate changes.
The contractuat terms of those investments do not permit the issuer to settle the
securities at a price less than amortized cost of the investment. Because the
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1. Accrued expenses
Accrued expenses consist of the following at December 31 (in thousands):

2007 2006

Payroll and benefits ....................... $31,886 $24,895
Clinical and preclinical development ........... 11,822 10,933
Manufacturing  .......................... 8,158 4,330
Productreturns ... ... .. ... ... .. 3,453 2,562
Governmental and contractual adjustments .. ... 3,238 1,463
Otherexpenses .......................... 16,813 18,361

$75,370 $62,544
8. Commitments
Lease Commitments

The Company feases some of its laboratory and office space under operating
lease agreements with various terms and renewal options, inciuding major
facilities with lease expirations ranging from 2008 through 2020. In addition to
minimum lease commitments, these lease agreements require the Company to
pay its pro rata share of property taxes and building operating expenses.
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On August 4, 2000, the Company entered into lease agreements, refating to two
buildings for labaratory and office space in Cambridge, MA. The rent obligation
for the first of these buildings began in July 2002 and the rent obligation on
the second building began in July 2003. The Company was responsible for a
portion of the construction costs for both buildings and was deemed to be the
owner during the construction period of each building under EITF 97-10, “The
Effect of Lessee Involvement in Asset Construction.” In July 2002 and July 2003,
upon completion of the construction period of the buildings, respectively, the
Company recorded the leases as capital leases. Payments under these capital
leases comprise principal, interest and rent expense.

At December 31, 2007, the Company has pledged $6.9 million of marketable
securities, inciuded in restricted cash, primarily as collateral for leters of credit
for specified teased facilities.

At December 31, 2007, future minimum commitments under leases with
noncancelable terms, including leases for facilities that the Company no longer
occupies as part of its restructuring plan, of more than one year are as follows
{in thousands):

Capital Operating  Operating

Leases Leases  Subleases
Year:
2008 ... $16,915 $32,184  ${14,184)
2009 ... 17,183 22,341 {(12,422)
2000 ... 17,183 21,905 {12,388)
2000 ... 17,183 15,884 {10,623)
2012 ... 17,183 11,385 (9,239)
Thereafter ..................... 189,007 11,549 (9,740)
Total ... 274,654 $115248 _ $(68,596)
Less amount representing
additional rental payments ........ {167 621)
Less amount representing
interest . ... ... ... . . L. {31,992)
Present value of minimum
lease payments ................. 75,041
Less current portion of capital
lease obligations ................ (1,246)
Capital lease abligations,
netof current portion . ........... $73795

Total rent expense, which includes rent for buildings and equipment, was $27.8
million, $31.4 million and $37.4 miliicn in 2007, 2006 and 2005, respectively.

Long-Term Supply Contracts

The Company relies on third party contract manufacturers for the manufacturing,
fill’finish and packaging of VELCADE and INTEGRILIN for both commercial
purposes and ongoing clinica! trials. The Company has entered into long

term supply contracts with certain of these manufacturers. Total future fixed
commitments under these long term arrangements approximate $17.6 million in
2008, $24.3 miltion in 2009, $24.6 millian in 2010 and $65.0 million thereafter.

External Collaborations

The Company funds research efforts of its strategic alliance and various academic
collaborators in connection with its ressarch and development programs. Total
future fixed commitments under these agreements approximate $2.5 million in
2008 and $2.9 miltion thereafter.

9, Gonvertible Debt

The Company had the follewing converlible notes outstanding at December 31,
{in thousands):

2007 2006
2.25% convertible notes due November 15,2011 ... $250,000  $250,000
5.5% convertible notes due January 15,2007 .. ... — 83,325
5.0% convertible notes due March 1,2007 ....... — 16,246
Total ... e $250,000  $349,571

In November 2006, the Company completed the sale of $250.0 million of its
2.25% notes, which resulted in net proceeds of approximately $242.2 million.
The 2.25% notes are convertible into the Company’s common stock based upon
a conversion rate of 64.6465 shares of common stock per $1,000 principal
amount of the 2.25% notes, which was equal to the initial conversion price of
approximately $15.47 per share of stock, subject to adjustment. The 2.25% notes
are convertible only in the following circumstances: (1) if the closing price of the
common stock exceeds 120% of the conversion price within a specified period,
(2) if specified distributions to holders of the comman stock are made or specified
corporate transactions occur, (3) if the average trading price per $1,000 principal
amount is less than 98% of the produc: of the closing price of common stock
and the then applicable conversion rate within a specified period or (4} during
the last three months prior to the maturity date of the notes, unless previously
repurchased by the Company under certain circumstances. The 2.25% notes are
subordinated in right of payment to all existing and future secured debt of the
Company.

In connection with the sale of the 2.25% notes, the Company paid approximately
$7.8 million in financing costs, which have been deferred and are included in
other assets. These deferred financing costs are being amortized to interest
expense under the effective interest method over the life of the debt. The
Company recognized $1.6 million and $0.2 million of interest expense related to
deferred financing cost amortization associated with the 2.25% notes during the
years ended December 31, 2007 and 2006, respectively.

Under the terms of the 2.25% notes, the Company is required to make semi-
annual intergst payments on the outstar ding principal balance on May 15 and
November 15 of each year. All required interest payments to date have been
made.

The estimated fair value of the Company's 2.25% notes as of December 31, 2007
was $294.1 million based on quoted market values.




In accordance with the payment terms, the Company repaid the entire $83.3
million principal balance on its 5.5% convertible subordinated notes due on
January 15, 2007 that were convertible at a price equal to $42.07 per share and
the entire $16.2 million principal balance on its 5.0% convertible subordinated
notes due on March 1, 2007 that were convertible at a price equal to $34.21 per
share.

10. Stockholders’ Equity

Preferred Stock

The Company has 5,000,000 authorized shares of preferred stock, $0.001 par
value, issuable in one or more series, each of such series to have such rights
and preferences, including voting rights, dividend rights, conversion rights,
redemption privileges and liquidation preferences, as shall be determined by the
Board of Directors.

Common Stock

At December 31, 2007, the Company had 500,000,000 authorized shares
of common stock, $0.001 par value, with 324,605,075 shares issued and
outstanding.

Common Stock Warrants

During the year ended December 31, 2007, warrants to purchase 429,600
shares of common stock were exercised with a weighted-average exercise price
of $9.44 per share. There are no outstanding warrants at December 31, 2007,

Stock Option Plans

As discussed in Note 2, the Company adopted SFAS 123R effective January 1,
2006. Stock-based compensation expense primarily refates to stock options,
restricted stock and stock issued under the Company's employee stock
purchase ptans. The Company's policy is to grant stock options to employees
at exercise prices equal to the fair market value of the Company’s stock
at the dates of grant. Generally, options have a contractual term of ten
years and vest monthly over a four-year period from grant date, although
certain options have been, and may in the future, be granted with
shorter vesting periods. Certain of the Company's option plans provide
for full vesting of options issued under the plans to optionholders who terminate
their employment for good reason or are terminated without cause within the
period one month before and one year after a change of control. Options granted
to consultants and other nonemployees generally vest over the period of service
to the Company. Awards of restricted stock are granted to officers and certain
employees and generally fully vest four years from the grant date, alithough
certain awards have been, and may in the future, be granted with shorter vesting
periods. The Company recognizes stock-based compensation expense equal to
the fair value of stock options on a straight-line basis over the requisite service
period for each separately vesting portion of the award as if the award was,
in substance, multiple awards. Restricted stock awards are recorded as stock-
based compensation expense, based on the market value on the date of the
grant, on a straight-line basis over the requisite service period for each separately
vesting portion of the award as if the award was, in substance, multiple awards.
The Company provides newly issued shares to satisfy stock option exercises, the
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issuance of restricted stock and stock issued under the Company’s emgloyee
stock purchase plans.

As a result of the adoption of SFAS 123R, the Company’s net loss for the year
ended December 31, 2006 was $42.1 million, or $0.13 per basic and diluted
share, greater than if it had continued to account for share-based compensation
related to stock options and the Company’s employee stock purchase plan under
APB 25.

In connection with the adoption of SFAS 123R, the Company reassessed its
valuation methodology for stock options and the related input assumptions. The
assessment of the valuation methodology resulted in the continued use of the
Black-Scholes model. In the fourth quarter of 2005, the Company considered
implied volatilities of currently traded options to provide an estimate of volatility
based upon current trading activity. After considering other factors such as its
stage of development, the length of time the Company has been public and the
impact of having a marketed product, the Company concluded that a blendec
volatility rate based upon historical performance, as well as the implied volatilities
of currently traded options, better reflects the expected volatility of its stock
going forward. The Company uses historical data to estimate option exercise
and employes termination behavior, adjusted for known trends, to arrive at the
estimated expected life of an option. The Company updates its assumptions or
a quarterly basis to reflect recent historical data. The risk-free interest rate fol
periods within the contractual life of the option is based on the U.S. Treasury yield
curve in effect at the time of grant.

The following table summarizes the weighted-average assumptions the Company
used in its fair vafue calculations at the date of grant:

Stock Purchase Plan

Stock Options
2007 2006 2005 2007 2006 2005
Expected life {years) .... 4.1 3.7 48 0.5 05 0.5
Risk-free interestrate .. 4.58% 4.76% 4.03% 4.20% 4.49% 3.13%
Volatility ............. 39% 45% 60% 37% 49% 60%

S

The Company has never declared cash dividends on any of its capital stock ant
does not expect to do so in the foreseeable future.

SFAS 123R requires the application of an estimated forfeiture rate to current perior
expense to recognize stock-based compensation expense only for those awards
expected to vest. The Company estimates forfeitures based upon historical data
adjusted for known trends, and will adjust its estimate of forfeitures if actua
forfeitures differ, or are expected to differ from such estimates. Subsequen
changes in estimated forfeitures will be recognized through a cumulative
adjustment in the period of change and will also fmpact the amount of stock:
based compensation expense in future periods.

The Company has various stock options plans for employees, officers anc
directors of the Company. During 2007, the Company’s 2007 Incentive Plan {the
“2007 Plan") was approved to allow for the granting of incentive and nonstatuton
stock options, restricted stock awards and other stockbased awards, includin
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appreciation rights of up to 25,000,000

shares of comimon stock. At December 31, , oranted
2007, 520,278 shares of common stock have  + XeTCiSed
Forfeited or expired

been reserved for the exercise of options
outstanding, 40,000 shares of commaon stock
have been reserved for the vesting of restricted
stock units and 24,295,537 shares of common
stock are available for future grant under the
2007 Plan. The purpose of the 2007 Plan was to consolidate, conform and
replace all of the Company’s existing equity plans under which there were shares
availabie for grant.

The Company's 1993 Incentive Stock Plan {the “1993 Plan”), 1996 Equity
Incentive Plan {the "1996 Plan”), and 1997 Equity Incentive Plan (the “1997
Plan™, aliowed for the granting of incentive and nonstatutory stock opticens for
purchase of common stock of up to 21,600,000, 22,400,000, and 16,000,000
options, respectively. The Company’s 2000 Incentive Stock Plan {the “2000 Plan")
allowed for the granting of incentive and nonstatutory stock options, restricted
stock awards and other stockbased awards, including the grant of shares based
upon specified conditions, the grant of securities convertible inte common
stock and the grant of stock appreciation rights of up to 45,607,706 shares
of common stock. At December 31, 2007, a total of 61,977, 568,788, 760,549
and 17,601,788 shares of common stock have been reserved for exercise of
options gutstanding under the 1993, 1996, 1997 and 2000 Plans, respectively.
No options are available for future grant under the 1993, 1996, 1997 and 2000
Plans.

{n connection with acquisitions prior to 2004, the Company assumed certain
stock option plans of its acquired companies. The Plans, as assumed, allowed for
the granting of incentive and nonstatutory options to purchase up to 14,595,425
shares of Millennium common stock. At December 31, 2007, a total of 390,897
shares of common stock have been reserved for the exercise of options
outstanding under these assumed Plans. No aptions are available for future grant
under these plans.

Under the 1996 Employee Stock Purchase Plan, eligible employees may purchase
common stock at a price per share equal to 85% of the lower of the fair market
value of the common stock at the beginning or end of each offering period.
Participation in the offering is limited to 10% of the employee’s compensation or
$25,000 in any catendar year. The offering periods begin on May 1 and November
1 of each year. At December 31, 2007, subscriptions were outstanding for an
estimated 74,356 shares at $9.96 per share.

i Qutstanding at January 1, 2007

Outstanding at December 31, 2007
Vested or expected to vest at December 31, 2007 .. 19,150,633
' Exercisable at December 31, 2007

The foitowing table presents the combined option activily of the Company's stock
option plans for the year ended Decembar 31, 2007:

Shares of Weighted- Welghted- Average
Common Stock Average Remaining Aggregate
Attributable fo  Exercise Price  Conitractual Term Intrinsic Value
Options Ot Qptions (in years) (in thousands)
.............. 27,004,963 $16.19
1,327,326 10.88
{(4,112,542) 8.26
....................... (4,315,470 2225
............ 19,904,277 $16.32 5.35 $61,114
$16.54 5.19 $57,777
............. 16,534,035 $17.46 472 $46,610

The weighted-average grant-date fair value of options granted during 2007,
2006 and 2005 was $3.96, $3.93 and $4.56, respectively.

The intrinsic value of options exercised during 2007, 2006 and 2005 was $15.7
million, $13.5 million and $9.4 million, respectively.

As of December 31, 2007, the total remaining unrecognized compensation
cost related to nonvested stock option awards amounted to approximately
$6.6 million, including estimated forfeitures, which will be recognized over the
weighted-average remaining requisite service period of approximately one and
one half years.

A summary of the status of nonvested shares of restricted stock and restricted
stock units as of December 31, 2007, ard changes during the year then ended,
is presented below:

Weighted-Average

: Shares Grant Date Fair Value
Nonvested at January 1,2007 ........ 1,658,100 $10.31
Granted ............. ... . i 2,300,786 10.90
Vested ... . ... ... ... ... {509,819) 10.36
Forfeited ........................ (370,526) 10.58
Nonvested at December 31,2007 ...... 3,079,541 $10.70
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The total fair value of shares of restricted stock that vested was approximately
$5.3 million and $0.4 million during the periods ended December 31, 2007 and
2006, respectively, No shares of restricted stock vestad in 2005.

As of December 31, 2007, the total remzining unrecognized compensation cost
related to nonvested restricted stock awards and restricted stock units amounted
to approximately $12.1 million, including estimated forfeitures, which will be
recognized over the weighted-average remaining requisite service period of
approximately one and one half years.




11. Income Taxes

The difference between the Company’s expected tax provision (benefit), as
computed by applying the U.S. federal corporate tax rate of 35% to income (loss)
before provision for income taxes, and actual tax is reconciled as follows:

2007

in a net derecognition of approximately $33.7 million of deferred tax assets from
tax credit carryforwards and the related valuation allowance. In addition, there
were net reductions of approximately $14.9 million due to temporary items
arising from changes in the differences of costs for financial accounting and tax

purposes, especially for capitalized research costs, property

(in thousands} 2006 2005 and other intangible assets, accrued restructuring and
Income (loss) before provision for income taxes ...... $14,909 $(43,953) $(198,249) amortized intangible assets. Net operating loss carryforwards
Expected income tax (benefit) at 35% statutory rate $5218 $(15,384} $(69,387) decreased by approximately $15.3 million as the amount of
Change in valuation allowance allocated to tax expense . (7,172) 13,236 68,604 losses expiring during the year exceeded curvent net operating
Nondeductible compensation including stock plans .. .. 1,089 1,324 — losses from operations.

Other permanen.t !tems """""""""""" 865 824 693 All of the Company’s deferred tax assets that are not offset
Income tax provision .......................... $— $— $—

At December 31,2007, the Company had unused net eperating loss carryforwards
of approximately $1.4 billion available to reduce federal taxable income, expiring
in 2008 through 2027, and $266.0 million available to reduce state taxable
income, expiring in 2008 through 2012, The Company also has federal and net
state tax credits of approximately $112.2 miilion available to offset federal and
state income taxes, both of which begin to expire in 2008. Due to the degree of
uncertainty related to the ultimate use of the loss carryforwards and tax credits,
the Company has fully reserved these tax benefits.

Deferred income taxes reflect the net tax effects of temporary differences
between the carrying amounts of assets and liabilities for financial reporting
purposes and the amounts used for income tax purposes. Significant components
of the Company's deferred tax assets as of December 31 are as follows
{in thousands):

2007 2006

Net operating loss carryforwards  .............. $261,512 $276,830
Tax creditcarryforwards .. ................... 77,727 104,291
Capitalized researchcosts  ................... 377,374 388,219
Property and other intangible assets ............ 58,987 65,808
Deferredrevenue ............ . .ennnnnn, 5,053 7,769
Stock compensation ... L 18,023 14,216
Accrued restructuring . ... ... L. 19,761 27,005
Unrealized loss on marketable securities ... ... .. — 143
Other ... 12,522 13,625
Gross deferred tax assets  ................... 830,959 897996
Valuationallowance ........................ {710,037) (765,646)
Total deferred tax assets ..................... 120,922 132,350
Deferred tax liabilities:

Otherintangible assets ...................... {(118,965) (132,350)
Unrealized gain on marketable securities ........ {1,957) —
Total deferred tax liabilities ................... (120,922) (132,350)
Netdeferredtaxes ......................... $— $—

The valvation allowance decreased by $55.6 million during 2007 due primarily to
the Company’s adoption of FIN 48, as more fully described below, which resulted
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with reversing deferred tax liabilities have a full valuation
allowance recorded against them as, pursuant to the criteria
under SFAS 109, it is "more likely than not” that they will not be realized based
on the Company's historical accumulated loss position. Should the Company
continue to have profitable operations in the future, some or all of the deferred
tax assets may be considered realizable. If and when the Company concludes that
the realization of the deferred tax assets is more likely than not, the Company will
record a reduction in the valuation allowance in the period such determination
is made.

Any subsequently recognized tax benefits relating to the valuation allowance
for deferred tax assets as of December 31, 2007 would be altocated as follows
{in thousands):

Reported in the statement of operations  ................. $694,052
Reported as a decrease togoodwill — .................... 17,942
Reported in other comprehensive income (loss) ............ {1,957
Totai valuationallowance ................ ... ovvin, $710,037

As discussed in Note 2, the Company adopted SFAS 123R effective January
1, 2006 for stockbased compensation plans. Generally, tax return deductions
are allowable on such arrangements, but, may arise in different amounts and
periods from compensation costs recognized on financial statements. Pursuant
to SFAS 123R, if the tax return deduction for an award exceeds the cumulative
compensation cost recognized in the financial statements, any excess tax benefit
shall be recognized as additional paid-in capital when the deduction reduces
taxes payable. Prior to adoption, the Company recognized deferred tax assets,
along with an offsetting valuation allowance, for net operating loss carryforwards
that included deductions for excess tax benefits from stock-based compensation.
On adoption, the Company chose to derecognize the deferred tax asset for these
excess tax deductions in the net operating loss carryforwards, along with the
offsetting valuation allowance. The net tax amount of the unrealized excess tax
henefits that are no longer included and disclosed as deferred tax assets for
December 31, 2007, is approximately $234.0 million,

Effective January 1, 2007, the Company adopted FIN 48. Upon implementation,
the Company derecognized $33.7 million, net, of deferred tax assets related
to research and development and investment tax credit carryforwards that
did not meet the more-likely-than-not recognition threshold under FIN 48. The




Millennium Pharmaceuticals, Inc.
Notes to Consolidated Financial Statements
December 31, 2007 (Continued)

adjustment did not impact retained earnings or the statement of operations, as
there is a full valuation allowance recorded against these deferred tax assets.
There would be no affect on the Company’s effective tax rate upon a recognition
of this tax henefit because any increase in the benefit would result an increase
in a deferred tax asset and a corresponding increase in the Cempany's valuation
allowance. The Company does not expect that the unrecognized tax benefit will
materially increase or decrease in the next year. It is the Company’s accounting
policy to treat interest and penalties related to unrecognized tax benefits as a
component of income tax expense. The Company has not recognized any interest
and penalties related to uncertain tax positions to date since adoption of FIN 48.

A reconciliation of the beginning ard ending gross amount of unrecognized tax
benefits is as follows (in thousands):

Balance at January 1,2007 ....... ... ... . ioan. $40,013
Additions based on tax positions related to currentyear ... .. 1,040
Other additions or reductions  ........... ... .. ..o L. —

Total valuationallowance ............ .. ... .o .. $41,053

The Company files income tax returns in the United States federal jurisdiction
and various state, local, and foreign jurisdictions, The Company is no longer
subject to any tax assessment from an income tax examination in major taxing

jurisdictions for years before 2004, except to the extent that in the future it utilizes
net operating losses or tax credit carryfo-wards that originated before 2004. The
Company currently is not under examinztion by the Internal Revenue Service or
other jurisdictions for any tax years.

12. Related Party Transactions

In November 2003, the Company sold specified assets, including intellectual
property to Portola Pharmaceuticals, Ing. (“Portola™), a company founded and
owned in part by a member of Millennium's board of directors. In exchange for
these assets, the Company received Porlola Series A preferred convertible stock,
representing less than a 5% ownership in Portola. The investment in Portola
is accounted for using the cost method and is included in other assets on the
balance sheet at December 31, 2007 and 2006. In addition, commencing in
June 2004, Portola sub-leased specified research facilities of the Company in
South San Francisco, CA. In August 2004, the Company entered into an additional
transaction with Portola to license to Portola the Company’s Factor Xa inhibitor
program in return for milestone and royalty payments upon achievement of
certain events. In December 2007, the Company recorded $5.0 million in strategic
alliance revenug for the achievement of a clinical development milestone under
the Factor Xa inhibitor program. In December 2005, the Company entered into a
transaction with Portola to license to Porfola the Company’s Aggregometer system
in exchange for cash and Portola Series B preferred stock, which combined with
the previous stock issued, maintains the Company's ownership in Portola at less
than 5%.

13. Quarterty Financial Information (unaudited)

Revenues:
Net product sales
Revenue under strategic alliances
Royalties
Total revenues
Costs and expenses:

Cost of sales (excludes amortizaticn of acquired intangible assets) . .

|

|

| Research and development

i Selling, general and administrative

| Restructuring

*  Amortization of intangibles

i Total costs and expenses

| Income (loss) from operations

] Other income, net

| Net income (loss)

' Amounts per commaon share:

1 Earnings (loss) per share, basic and diluted

| Weighted-average shares, basic
Weighted-average shares, diluted

First Quarter
Ended
March 31, 2007

Third Quarter Fourth Quarter
Ended Ended Ended
June 30, 2007 September 30, 2007 December 31, 2007
(In Thousands, Except Per Share Amounts)

Second Quarter

$ 58,640 $62,550 $70,360 $ 73,691
15,714 11,826 10,628 57,249
36,370 38,903 41,344 50,250

110,724 113,279 122,332 181,190
5,358 5,379 6.931 10,712
69,206 71,374 70,152 76,362
41,548 49,040 45,348 53,126
5.611 5772 1,667 {164)
8,487 8,487 B,488 8,488
130,210 140,052 132,586 148,524
(19,486) {26,773) (10,254) 32,666
12,708 9,092 8,561 8,385
$6,778) $(17,681) ${1,693) $ 41,061
$(0.02) $ {0.08) $(0.01) $0.13
316,072 317,799 318,871 320,089
316,072 317,799 318,871 340,668

Refer to Note 2 for the calculation of diluted earnings per share for the quarter ended December 31, 2007.




First Quarter

Third Quarter Fourth Quarter
Ended Ended Ended
June 30,2006  September 30,2006 December 31, 2006

Second Quarter

Ended

March 31, 2006
Revenues:
Netproductsales .............. .. ... $53,373
Revenue under strategic alliances  ................... .. ... 38,629
Rovalties ... i 30,473
Total reVenUES ..o 122,475
Costs and expenses:
Cost of sales (excludes amortization of acquired intangible assets} 15,828
Research and development ... ... ... ... ... ..., 80,839
Selling, general and administrative . ...................... 37,224
Restructuring ... o 2,831
Amortization of intangibles  ........... ... . ... 8,487
Total costs and BXpenSeS ... i 145,209
Lossfromoperations ....... ... ... . . (22,734)
Otherincome, net ... ... .. ... ... 1,893
Netincome (l0sS) ...t $(20,841)
Amounts per common share: S
Earnings {loss) per share, basic and dilted  ................. $(0.07)
Weighted-average shares, basic  ......................... 311,823
Weighted-average shares, diluted  ........................ 311,823

None.

1. Disclosure Gontrols and Procedures

Our management, with the participation of our chief executive officer and chief
financial officer, evaluated the effectiveness of our disclosure controls and
procedures (as defined in Rules 13a-15(e) and 15¢-15{e) under the Securities
Exchange Act of 1934, as amended, or the Exchange Act) as of December 31,
2007. In designing and evaluating our disclosure controls and procedures,
management recognized that any controls and procedures, ng matter how well
designed and operated, can provide only reasonable assurance of achieving their
objectives and our management necessarily applied its judgment in evaluating
the cost-benefit relationship of possible controls and procedures. Based on
this evaluation, our chief executive officer and chief financial officer concluded
that as of December 31, 2007, our disclosure controls and procedures were
(1) designed to ensure that material information relating to us is made known
to our chief executive officer and chief financial officer by others, particularly
during the period in which this report was prepared, and (2) effective, in that they
provide reasonable assurance that information required to be disclosed by us
in the reports we file or submit under the Exchange Act is recorded, processed,
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[TEM 9A. CONTROLS AND PROCEDURES

{In Thousands, Except Per Share Amounts)

$58,786 $ 53,161 $ 55,132
27,165 17,196 48,685
34,172 33,737 36,321

120,123 104,094 140,138
14,102 6,730 8,785
77.439 71,764 80,868
39,261 36,037 50,371

1,554 1,352 14,656
8,487 8,488 8,488
140,843 124,371 163,168
(20,720) (20,277) (23,030)
3,053 6,560 31,302
$(17,667) $(13,717) $8,272
$(0.06) ${0.04) $0.03

313,321 314,228 315,481

313,321 314,228 318,468

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS O
ACCOUNTING ANDFINANCIAL DISCLOSURE

summarized and reported within the time periods specified in the SEC’s rules
and forms.

2. Internal Gontrol Over Financial Reporting
a) Management's Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate
internal control over financial reporting. Internal control over financial reporting
is defined in Rule 13a-15{f) and 15d-15(f) promulgated under the Exchange Act
as a process designed by, or under the supervision of, the Company's principal
executive and principal financial officers and effected by the Company’s board
of directors, management and other personnel, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted
aceounting principles and includes those policies and procedures that:

® Perfain to the maintenance of records that in reasonable detail accurately
and fairly reflect the transactions and dispositions of the assets of the
Company;



M Provide reasonable assurance that transactions are recorded as necessary
to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of
the Company are being made only in accordance with authorizations of
management and directors of the Company; and

Provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use or disposition of the Company’s assets that
could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may
not prevent or detect misstatements. Therefore, even those systems determined
to be effective can provide only reasonable assurance with respect to financial
statement preparation and presentation. Projections of any evaluation of

effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in congitions, or that the degree of compliance
with the policies or procedures may deteriorate.

Our management assessed the effectiveness of our internal control over financial
reporting as of December 31, 2007, In making this assessment, management
used the criteria set forth by the Committee of Sponsoring Organizations of the
Treadway Commission (COS0) in Infernal Control— integrated Framework.

Based on our assessment, management believes that, as of December 31, 2007,
our internal contro! over financial reporting is effective based on those criteria.

Our independent registered public accounting firm has issued an audit report
on our assessment of our internal control over financial reporting. This report
appears below.

b) Attestation Report of the Independent Registered Public Accounting Firm

Report of Independent Registered Public Accounting Firm on Internal Control over Financial Reporting

The Board of Directors and Stockholders
Millennium Pharmaceuticals, Inc.

We have audited Millennium Pharmaceuticals, Inc.’s internal control over
financial reporting as of December 31, 2007, based on criteria established in
internaf Control—Integrated Framework issued by the Committee of Sponsaring
Organizations of the Treadway Commission (the COSQ criteria). Millennium
Pharmaceuticals, Inc.'s management is responsible for maintaining effective
internal control over financial reporting and for its assessment of the effectiveness
of internal contral over financial reporting included in the accompanying
Management’s Report on Internal Contrel Over Financial Reporting. Cur
responsibility is to express an opinion on the effectiveness of the company's
internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether
effective internal control over financial reporting was maintained in all material
respects. Our audit included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, testing
and evaluating the design and operating effectiveness of internal control based
on the assessed risk, and performing such other procedures as we considered
necessary in the circumstances, We believe that our audit provides a reasonable
basis for our opinion.

A company's internal control over financial reporting is a process designed to
provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles. A company’s internal control
over financial reporting includes those policies and procedures that (1) pertain
to the maintenance of records that, in reasonable detail, accurately and fairly

reflect the transactions and dispositions of the assets of the company; (2)
provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted
accounting principles, and that receipts and expenditures of the company are
being made only in accordance with authorizations of management and directors
of the company; and (3} provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may
not prevent or detect misstatements. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

In our opinion, Millennium Pharmaceuticals, Inc. maintained, in all material
respects, effective internal control over financial reporting as of December 31,
2007, based on the COS0 criteria.

We also have audited, in accordance with the standards of the Public Company
Accounting Oversight Board (United States), the consolidated balance sheets as
of December 31, 2007 and 2006, and the related consolidated statements of
operations, stockholders’ equity, and cash flows for each of the three years in the
period ended December 31, 2007 of Millennium Pharmaceuticals, Inc. and our
report dated February 25, 2008 expressed an unqualified opinion thereon.

/s/ Emst & Young LLP
Boston, Massachusetis
Fetruary 25, 2008

¢) Changes in Internat Contrel Qver Financial Reporting
No change in our internal control over financial reporting occurred during the fiscal

a2

quarter ended December 31, 2007 that has materially affected, or is reasonably
likely to materially affect, our internal control over financial reporting.



[TEM 9B. OTHER INFORMATION

On February 28, 2008, we entered into indemnification agreements with each of
our directors and executive officers. The indemnification agreement is in addition
to the coverage provided by our certificate of incorporation and by our officers’
and directars’ liability insurance. The indemnification agreement provides,
among other things, that we will indemnify our directers and executive officers
for certain expenses including attorneys' fees, judgments, fines, penalties and
settlement amounts, and certain other expenses that the director or officer
actually and reasonably incurs in any action or proceeding arising out of the
person's services as our director or executive officer. In certain circumstances,
gxpenses may be paid in advance to the officer or director. The agreement does
not indemnify the officer or director in connection with a proceeding initiated by
the officer or director unless our Board of Directors approved the initiation of the

[TEM 1O, DIRECTORS, EXECUTIVLE

GOVERNANCE

The section entitted “Our Executive Officers™ in Part | of this annual report
contains information about our executive officers.

We provide information in response to this item in the proxy statement we file
with the Securities and Exchange Commission in connection with our solicitation
of proxies for our 2008 Annual Meeting of Stockholders expected to be held on
May 22, 2008 as follows:

B information ahout our directors will appear in the section entitled “Election
of Directors.”

B nformation about compliance with Section 16(a) of the Exchange Act will
appear in the section entitled “Section 16(g) Beneficial Ownership Reporting
Compliance.”

B Information about the audit committee of our Board of Directors and the

audit committee financial expert will appear in the subsection entitled
“Committees of the Board” in the section entitled "Our Corporate
Governance."

We provide information about our executive compensation in the sections entitled
“Director Compensation,” “Compensation of Executive Qfficers,” “Compensation
Discussion and Analysis,” and “Compensation and Talent Committee Report
on Executive Compensation” in the proxy statement we file with the Securities
and Exchange Commission in connection with the solicitation of proxies for our
2008 Annual Meeting of Stockholders expected to be held on May 22, 2008. We
incorporate herein by reference the information contained in those sections of
our proxy statement.

OFFICERS AND CORPORATE

ITEM 1L EXECUTIVE COMPENSATION
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proceeding or the proceeding was commenced following a change in control.
The agreement also does not indemnify the person to the extent the person’s
expenses are reimbursed from the proceeds of insurance, and if we make any
indemnification payments to the person which are later reimbursed from the
proceeds of insurance, the person must refund the amount of the reimbursed
payments to us.

This description of the indemnification agreements is not complete and is
qualified in its entirety by reference to the complete text of the form of the
agreements filed as Exhibit 10.58 to this Annual Report on Form 10-K for the
vear ended December 31, 2007.

B [nformation about procedures for recommending nominees to the Board of
Directors will appear in the subsection entitled "Committees of the Board”

in the section entitled “Our Corporate Governance.”

We incorporate herein by reference the information contained in those sections
of our proxy statement.

We have adopted a code of business conduct and ethics for directars, officers
(including our principal executive officer, principal financial officer, principal
accounting officer or controller, or persons performing similar functions) and
employees, known as the Core Values Handbook. The Core Values Handbook is
available on our website at http://www.millennium.com/investors in the corporate
governance section. We intend to post on our website all disclosures that are
required by law or NASDAQ Global Select Market listing standards concerning
any amendments to, or waivers from, our code of business conduct and ethics.
Stockholders may request a free copy of the Core Values Handbook by writing
to Investor Relations, Miltennium Pharmaceuticais, Inc., 40 Landsdowne Street,
Cambridge, Massachusetts 02139 or submitting a request through the website.

The Compensation and Talent Committee Report on Executive Compensation
contained in the proxy statement for our 2008 Annual Meeting of Stockholders
shall be deemed furnished in this annual report and shall not be deemed “soligiting
material” or to be “filed” with the Securities and Exchange Commission o
otherwise subject to the fiabilities of Section 18 of the Exchange Act, nor shali it be
deemed incorporated by reference into any filing under the Securities Act of 1933
or the Securities Exchange Act of 1934, each as amended, except to the extent
that we specifically request that such information be treated as soficiting material
or specifically incorporate such information by reference into such filing.




[TEM [2. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNLERS

AND MANAGEMENT

Security Ownership of Certain Beneficial Owners and Management

We provide information about security ownership of certain beneficial owners
and management required by this item in the section entitled “Ownership of Our
Common Stack” in the proxy statement we file with the Securities and Exchange
Commission in connection with our solicitation of proxies for our 2008 Annual
Meeting of Stockholders expected to be hetd on May 22, 2008. We incorporate
herein by reference the information contained in that section of our proxy
statement.

[TEM 15. CERTAIN RELATIONSHIPS AND RELATED TR

Equity Compensation Plan Information

We provide information about security ownership of certain beneficial owners and
management required by this item in the section entitled “Equity Compensation
Plan Infermation” in the proxy statement we file with the Securities and Exchange
Commission in connection with our solicitation of proxies for our 2008 Annual
Meeting of Stockholders expected to be held on May 22, 2008. We incorporate
herein by reference the information contained in that section of our proxy
statement.

NSACTIONS,

AND DIRECTOR INDEPENDENCE

We provide the information required by this item in the section entitled “Our
Corporate Governance” in the proxy statement we file with the Securities and
Exchange Commission in connection with our solicitation of proxies for our

We provide the information required by this item in the section entitled
“Independent Registered Public Accounting Firm" in the proxy statement we file
with the Securities and Exchange Commission in connection with our solicitation

The following documents are included as part of this Annual Report on Form
10-K.

1. Financial Statements:

Report of Independent Registered Public Accounting Firm on Financial Statements

Consolidated Balance Sheets at December 31, 2007 and 2006

Consolidated Statements of Operations for the years ended December 31, 2007, 2006, and 2005
Consolidated Statements of Cash Flows for the years ended December 31, 2007, 2006, and 2005
Consolidated Statements of Stockholders' Equity for the years ended December 31, 2007, 2006 and 2005 . 45

Notes to Consolidated Financial Statements

T

[TEM 14. PRINCIPAL ACCOUNTANT FEES AND SE

[TEM 15, EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

2008 Annual Meeting of Stockholders expected to be held on May 22, 2008. We
incorporate herein by reference the information contained in that section of our

proxy statement.
VIGES

of proxies for our 2008 Annual Meeting of Stockholders expected to be held on
May 22, 2008. We incorporate herein by reference the information contained in
that section of our proxy statement.

3. The Exhibits listed in the Exhibit Index immediately preceding the Exhibits are
fited as a part of this Annual Report on Form 10-K.

The following Millennium trademarks are used in this Annual Report on Form

10-K: Miltennium®, the Millennium “M”

Page number \ . i .
logo and design {registered), Millennium

In this report
_______________ 41 | Pharmaceuticals™, VELCADE® (bortezomib)
____________________ 42 for Injection, and INTEGRILIN® (epfifibatide)
______ 43 Injection. All are covered by registrations
______ 44 or pending applications for registration

in the U.S. Patent and Trademark Office
46 ard many other countries. Campath®
e—d IS & registered trademark of Genzyme

2. Schedule I—Valuation and Qualifying Accounts

Al schedules, other than the one listed above, are omitted as the information
required is inapplicable or the information is presented in the consolidated
financial statements or the related notes.

Corporation or its subsidiaries, ReoPro® (abciximab) is a trademark of Eli Lilly &
Company, Aggrastat® (tirofiban) is a trademark of Merck & Co., Inc., Thalomid®
(thalidomide)and Reviimid® {lenalidomide) are trademarks of Celgene Corporation
and Angiomax® (hivalirudin) is a trademark of The Medicines Company. Other
trademarks used in this Annual Report on Form 10-K are the properiy of their
respective owners.
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Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

Date: February 29, 2008 MILLENNIUM PHARMACEUTICALS, INC.

By: /s/ DEBORAH DUNSIRE

Deborah Dunsire
President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf
of the registrant and in the capacities and on the dates indicated.

Signature Title Date
/s/ DEBORAH DUNSIRE President and Chief Executive Officer
Deborah Dunsire and Director February 29, 2008
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/s/ MARSHA H. FANUCCI Senior Vice President and Chief
Marcha H. Fanucci Financial Officer February 29, 2008
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/5! ROBERT F. FRIEL Director february 29, 2008
Robert F. Friel
/s A, GRANT HEIDRICH, lll Director February 29, 2008
A. Grant Heidrich, Il
/s/ CHARLES J. HOMCY Director February 29, 2008
Charles J. Homcy
/s/ RAJU S. KUCHERLAPATI Director February 29, 2008
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fs/ JEFFREY LEIDEN Director February 29, 2008
Jeffrey Leiden
/s/ MARK J. LEVIN Director February 29, 2008
Mark J. Levin
/s NORMAN C. SELBY Director February 29, 2008

Norman C. Selby

/s/ KENNETH E. WEG Director February 29, 2008
Kenneth E. Weg

/s ANTHONY H. WILD Director February 29, 2008
Anthony H. Wild
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EXHIBIT INDEX

Exhibit No.

31
3.2

4.1

42

|

|

|
4.3
10.1
10.2
10.3
10.4

10.5

10.6(a)t

10.6(b}

Description

Articles of Incorporation and By-laws
Restated Certificate of Incorporation, as amended
Second Amended and Restated By-laws

Instruments defining the rights of security holders,
including indentures

Specimen Certificate for shares of Commen Stock,
$.001 par value, of the Company

Rights Agreement dated April 5, 2001 by and between the
Company and State Street Bank and Trust Company, N.A.

Indenture, dated November 15, 2006, between the Company
and 1).S. Bank National Association, as Trustee, relating

to the 2.25% Convertible Senior Notes due November 15, 2011
(including the form of Global Note attached as Exhibit A thereto)

Material contracts—financing agreements
Form of Master Equipment Lease

Financing Agreement, dated

September 19, 1996 by and between the
Company and GE Capital Corporation,

as amended

Material contracts—leases

Lease Agreement dated August 26, 1993,

as amended, by and between the

Company and the Massachusetts Institute

of Technalogy, as amended, for 640

Memaorial Drive, Cambridge, MA

Lease Agreement dated August 4, 2000 by and between
the Company and Forest City Enterprises, Inc. for

35 Landsdowne Street, Cambridge, MA

Lease Agreement dated August 4, 2000 by and between
the Company and Forest City Enterprises, Inc. for

40 Landsdowne Street, Cambridge, MA

First Amendment to Lease FC 40 Landsdowne, Inc. to the
Company dated November 5, 2001

Material contracts—research and development/collaboration agreements

Collaboration and License Agreement

dated June 22, 2000 by and between the

Company and the sanofi-aventis Group

(as successor to Aventis Pharmaceuticals, Inc.), as amended

Second Amendment effective as of
December 22, 2002 and dated April 22, 2003 to the
Coellaboration and License Agreement

Incorporated by Reference Fited with
SEC Exhikit this
Farm filing date number 10-K
8-K 05/10/2007 3.1
8-K 05/10/2007 3.2
S-1/A(333-02490) 05/02/1996 4.1
8-K 04/05/2001 41
8-K 11/21/2006 41
10-Q 11/13/1396 10.2
10-Q 08/14/1997 10.9
10-K 02/25/2000 10.3,104
10-K 0315/2001 10.2
5-1(333-2490) 03/18/1996 10.32
10-K 03/24/1999 10.57
10-K 02/25/2000 10.6
10-K 03/15/2001 10.4
10-Q 11/9/2000 10.3
10-Q 11/9/2000 10.4
10-K 03/08/2006 10.5
10-Q 07/26/2000 10.1
10-Q 10/25/2001 10.3
10-Q 08/12/2003 10.1
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EXHIBIT INDEX

Incorporated by Reference Filed with
SEC Exhibit this
Exhibit No. Description Form filing date number 10-K
10.6(c}t Technology Development Agreement dated June 22, 2000 10-Q 07/26/2000 10.2
10.6(d) Registration Rights Agreement dated June 22, 2000 10-Q 07/26/2000 10.4
10.6(e}t Letter Agreement dated May 27, 2004 10-Q 08/04/2004 10.1
relating to the Collaboration and License Agreement
10.6(f)t Letter Agreement dated July 21, 2005 10-0 08/08/2005 107
10.6{g)t Third Amendment effective as of October 31, 2005 and dated 10-K 03/08/2006 10.7(g}

November 7, 2005 to the Collaboration and License Agreement
Material contracts—INTEGRILIN® (eptifibatide) Injection

10.7f  License and Supply Agreement between the Company 10-Q" 11/13/1998 10.24
(as successor to COR Therapeutics, Inc.) 10.25
and Solvay, Société Anonyme, 10.26
dated July 27, 1994, as amended 10.27
10.28
10.29
10.8t  New Long Term Supply Agreement between the Company 10-K 03/07/2003 10.9
and Solvay, Société Anonyme, dated January 1, 2003
10.9t  Collaboration Agreement between 10-Q* 08/08/1995 10.41
Schering-Plough Ltd., Schering 10-K 03/25/1999 10.33
Corporation and the Company (as 10-K* 03/30/2000 10.35
successor to COR Therapeutics, Inc.) 10-0” 08/10/2000 10.1
dated April 10, 1995, as amended 10-0* 11/08/2000 10.1,10.2
10.10t  Letter agreement dated June 4, 2002 relating to the 10-K 03/10/2004 10.8

Collaboration Agreement dated April 10, 1995 between
Schering Corporation and the Company

10.11t  Addendum to Collaboration Agreement 10-K 03/10/2004 10.9
among the Company, Schering Corporation
and Schering-Plough, Ltd. dated June 1, 2003

10.12t Letter agreement dated November 3, 2003 relating to the 10-K 03/10/2004 10.10
Collaboration Agreement dated April 10, 1995 between
Schering Corporation and the Company

10.13t  Agreement about European Commercialization of Integrilin 10-Q (8/04/2004 10.2
by and ameng the Company, Schering Corporation and
Schering-Plough, Ltd. dated June 21, 2004

10.14f Letter agreement dated September 17, 2004 relating to the 10-K 03/08/2005 10.10
Addendum dated June 1, 2003 to the Collaboration
Agreement among the Company, Schering Corporation
and Schering-Plough, Ltd

10.15F1  Letter agreement dated November 30, 2004 relating to the 10-K 03/08/2005 10.11
Addendum dated June 1, 2003 to the Collaboration
Agreement among the Company, Schering Corporation
and Schering-Plough, Ltd
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EXHIBIT INDEX
Incorparated by Reference Filed with
SEC Exhibit this
Exhibit No. Description Form filing date number 10-K
10.16t  Amended and Restated Integrifin 10-Q 11/08/2005 10.1
Agreement dated July 22, 2005 among
the Company, Schering Corporation and Schering-Plough, Ltd.
10171 Side Agreement dated October 13, 2005 10-Q 11/08/2005 10.2
among the Company, Schering Corporation and Schering-Plough Ltd.
1018t Supply Agreement dated September 1, 2005 by and between 10-Q 11/08/2005 10.3
the Company and Schering Corporation
10.19(a)t License, Development and Commercialization Agreement by and 10-G 08/04/2004 10.3
between GlaxoSmithKline plc and the Company dated June 22, 2004
10.19(byt Letter agreement dated March 4, 2005 relating to the License, 10-K 03/08/2005 10.12(b)
Development and Commercialization Agreement by and between
GlaxoSmithKline pic and the Company dated June 22, 2004
Material contracts—VELCADE® (bortezomib) for injection
| 10.20% Patent License Agreement between the Public Health Service 10-K 03/10/2004 1091
| and the Company dated December 2, 2002
10.21(a)t Collaboration, Distribution and License Agreement by and 10-0 08/12/2003 10.2

between the Company and Ortho Biotech Products, L.P.
| dated June 30, 2003
10.21{byt  Amendment dated July 15, 2004 to Coltaboration, Distribution 10-Q/4  11/09/2006 10.5
and License Agreement by and between the Company and
Ortho Biotech Products, L.P. dated June 30, 2003

10.22{a)f Co-Promotion Agreement dated October 25, 2006 between 10-K 03/01/2007 10.22
the Company and Ortho Biotech Inc.
10.22(b}t First Amendment dated May 2, 2007 to the Co-Promotion 10-Q 08/08/2007 10.1

Agreement between the Company and Ortho Biotech, Inc.
dated October 25, 2006

Material contracts—management confracts and compensatory plans

10.23# Key Employee Change in Control Severance Plan 10-K (03/08/2006 10.26

10.244 Non-Qualified Deferred Compensation Plan 10-K (03/08/2006 10.27

10.254 Description of Non-Employee Oirector Compensation 8-K 05/10/2007 99.4

10.26% Description of Success Sharing Bonus Program of Millennium 10-K 03/01/2007 10.27
Pharmaceuticals, Inc.

10.274 2007 incentive Plan 8-K 05/10/2007 99.1

10.284 Form of Terms of Stock Option Granted Under 2007 Incentive Plan 8-K 05/10/2007 992

10.29% Form of Restricted Stock Agreement Under 2007 Incentive Plan 8-K 05/10/2007 99.3 1

10.304 Form of Restricted Stock Unit X
Agreement Under 2007 Incentive Plan

10.31%# 2003 Employee Stock Purchase Pian for 10-Q 11/08/2005 10.5

Non-U.S. Subsidiaries and Affiliated Entities, as amended




EXHIBIT INDEX

incorporated by Reference Filed with
SEC Exhibit this

Exhibit No. Description Form filing date number 10-K

10.324 2000 Stock Incentive Plan, as amended 10-K 03/07/2003 10.14

10.33# Form of Terms of Stock Option Granted Under 2000 Stock Incentive Plan 10-K 03/08/2006 10.33

10.34# Form of Restricted Stock Agreement Under 2000 Stock Incentive Plan 10-K 03/08/2006 10.28

10.35# 1997 Equity Incentive Plan, as amended 10-K 03/07/2003 10.15

10.364 1996 Equity Incentive Plan, as amended 10-K 03/07/2003 10.16

10.374 1996 Employee Stock Purchase Plan, as amended 10-Q 08/04/2006 10.2

10.384 1993 Incentive Stock Plan, as amended 10-K 03/07/2003 10.20

10.394 1991 Equity Incentive Plan, as amended, assumed by the Company 10-Q* 05/09/2001 10.2
as successor to COR Therapeutics, Inc.

10.40# 1997 Equity Incentive Plan, as amended, assumed by the Company 10-K 03/07/2003 10.23
as successor fo Millennium BioTherapeutics, Inc.

10.41# 1997 Equity Incentive Plan, as amended, assumed by the Company 10-K 03/07/2003 10.24
as successor to Millennium Predictive Medicine, Inc.

10.42# Form of Indemnification Agreement between the Company S5-1(33-40627) 05/16/1991 10.1
(as successor to COR Therapeutics, Inc.) and Charles J. Homcy

10.43# Agreement dated August 6, 2004 between the Company and 10-0 11/09/2004 10.1
Marsha H. Fanucci

10,444 Offer letter agreement dated September 28, 2004 hetween the 10-Q 11/09/2004 10.3
Company and Laurie B. Keating

10.454 Offer Letter Agreement dated June 23, 2005 between the Company 10-Q 08/08/2005 101
and Deborah Dunsire

10.464 Restricted Stock Agreement dated July 18, 2005 between the Company 10-Q (08/08/2005 10.2
and Deborah Dunsire

10474 Restricted Stock Agreement dated July 18, 2005 between the 10-Q (08/08/2005 10.3
Company and Deborah Dunsire

10.48# Incentive Stock Option Granted under 2000 Stock Incentive Plan 10-Q 08/08/2005 10.4
to Deborah Dunsire on July 18, 2005

10,494 Nonstatutory Stock Option Granted under 2000 Stock Incentive 10-Q 08/08/2005 10.5
Plan to Deborah Dunsire on July 18, 2005

10.504 Description of Deferred Compensation Plan for Deborah Dunsire 10-Q 08/08/2005 10.6

10.51# Offer letter agreement dated January 23, 2006 between the 10-K 03/08/2006 10.53
Company and Christophe Bianchi

10.52# Offer ietter agreement dated February 6, 2006 between the 10-K 03/08/2006 10.54

Company and Stephen M. Gansler

10.53# Form of agreement entered into with certain executive officers 08/08/2007 10.2
of the Company, together with a schedule of the parties thereto

10.544 Offer letter agreement dated September 30, 1997 between the
Company and Anna Protopapas




EXHIBIT INDEX

Incorporated by Reference Filed with
SEC Exhibit this

Exhibit No. Description Form filing date number 10-K

10.55# (ffer letter agreement dated June 11, 1999 between the Company X
and Joseph B. Balen

10.564  Offer letter agreement dated August 29, 2001 between the X
Company and Nancy Simonian

10.574#  Offer letter agreement dated February 28, 2001 between the X
Company and Peter F. Smith

10.58%  Form of Indemnification Agreement entered into with certain executive X
officers of the Company, together with a schedule of parties thereto

Additional Exhibits

21 Subsidiaries of the Company X

231 Consent of Ernst & Young LLP, Independent Registered Public X
Accounting Firm

311 Certification of principal executive officer pursuant to X
Rule 13a-14(a)/15d-14(a) of the Securities Exchange Act of 1934,
as amended

31.2 Certification of principal financial officer pursuant to X
Rule 13a-14(a)/15d-14(a} of the Securities Exchange Act of 1934,
as amended

321 Statement Pursuant to 18 U.S.C. §1350 X

32.2 Statement Pursuant to 18 U.S.C. 81350 X

# Management contract or compensatory plan or arrangement filed as an exhibit to this report pursuant to ltems 15(a} and 15(c} of Form 10-K

t Confidential treatment has been requested or granted as te certain portions, which portions have been separately filed with the Securities and Exchange

Commission
*  COR Therapeutics, Ing. filing {Commission file number 0-19290)
Untess otherwise noted, the Commission file number for all exhibits incorporated by reference herein is 0-28494.

Millennium Pharmaceuticals, Inc.
SCHEDULE lI—VALUATION AND QUALIFYING ACCOUNTS

Allowance for Doubtful Accounts

Valuation and qualifying account information related to operations is as follows (in thousands):

Additions
Balance at Charged to Charges Balance at
Beginning of Period ~ Cost and Expenses  Utilized/Write-offs  End of Period
Year ended December 31,2005 ... (1,500) {2,004) 1,000 {2,504)
Year ended December 31,2006 ... (2,504) (21) 2,004 {521)

Year ended December 31,2067 ...  (521) {5) 2 (524)




N
VELCADFE

(bortezomib) FOR INJECTION

Contraindications, wamings, and precautions are derived from an integrated analysts evaluating single-agent
VELCADE® (bortezomib) for injection dosed at 1.3 mg/m? at the same schedule in multiple myeloma and
mantle cell lymphoma clinical trials. This integrated analysis does not include the phase 3, VELCADE plus
DOXIL® {doxorubicin HCI liposome injection) study.

INDICATIONS: VELCADE® {bortezomib) for injection is indicated for the treatment of patients with muttiple
myeloma who have received at least 1 prior therapy. VELCADE® (hortezomib) for injection is indicated for the
treatment of patients with mantle cell lymphoma whe have received at least 1 prior therapy.

CONTRAINDICATIONS: VELCADE is contraindicated in patients with hypersensitivity to bortezomib, boron, or
mannitol.

WARNINGS AND PRECAUTIONS: VELCADE should be administered under the supervision of a physiclan
experienced in the use of antineoplastic therapy. Complete blood counts (CBC) shoutd be monitored frequently
during treatment with VELCADE. Pregnancy Category D:Women of childbearing potential shoutd avoid becoming
pregnant while being treated with VELCADE. Bortezomib was not teratogenic in nonclinical developmental toxicity
studies in rats and rabbits at the highest dose tested (0.075 mg/kg; 0.5 mg/n¥ in the rat and 0.05 mg/kg; 0.6
mg/m? in the rabbit) when administered during organogenesis. These dosages are approximately half the clinical
dose of 1.3 mg/m? based on body surface area. Pregnant rabbits given bortezomib during organogenesis at a dose
of 0.05mg/kg (0.6 my/m?) experienced significant post-implantation loss and decreased number of live fetuses.
Live fetuses from these litters also showed significant decreases in fetal weight. The dose is approdmately 0.5
times the clinical dose of 1.3 mg/m? based on body surface area. There are no adequate and well-controlled
studies in pregnant women. i VELCADE is used during pregnancy, or if the patient becomes pregnant while
receiving this drug, the patiemt should be apprised of the potential hazard to the fetus. Peripheral Neurcpathy:
VELCADE treatment causes a peripheral neuropathy that is predominantly sensory. However, cases of severe
sensory and motor peripheral neuropathy have been reported. Patients with pre-existing symptoms (numbness,
pain or a buming feeling in the feet or hands) and/or signs of peripheral neuropathy may experience worsening
peripheral neuropathy (including =Grade 3) during treatment with VELCADE, Patients should be monitored for
symptoms of neuropathy, such as a burning sensation, hyperesthesia, hypoesthesla, paresthesla, discomnfort,
neurapathic pain or weakness. Patients expetiencing new or worsening peripheral newrapathy may requirg change
in the dose and schedule of VELCADE. Following dose adjustments, improvement in or resolution of peripheral neu-
ropathy was reported in 51% of patients with =Grade 2 peripheral neuropathy in the phase 3 muttiple myeloma
study. Improvement in or resolution of peripheral neuropathy was reported in 73% of patients who discontinued
due to Grade 2 neuropathy or who had = Grade 3 peripheral neuropathy in the phase 2 multiple myeloma studies.
The long-term outcome of peripheral neuropathy has not been studied in mantie cell lymphoma, Hypotension;
The incidence of hypotension {postural, orthestatic, and hypotension NOS) was 13%. These events are ohserved
throughout therapy. Caution should be used when treating patients with a history of syncope, patients receiving
medications known to be associated with hypotension, and patients who are dehydrated. Management of
orthostatic/postural hypotension may include adjustment of antihypertensive medications, hydration, and
administration of mineralocorticoids and/or sympathomimetics. Cardiac Disorders: Acute development or
exacerhation of congestive heart failura and new onset of decreased left ventricular ejection fraction have been
reported, inciuding reports in patients with no risk factors for decreased left ventricular ejection fraction. Patients
with risk factors for, or existing heart disease should ba closely monitored. In the phase 3 multiple myeloma study,
the incidence of any treatment-emergent cardiac disorder was 15% and 13% in the VELCADE and dexamethasone
groups, respectively. The incidence of heart faiture events {acute pulmonary edema, cardiac failure, congestive
cardiac failure, cardiogenic shack, pulmonary edema) was siméfar in the VELCADE and dexamethasone groups,
5% and 4%, respectively. There have been isolated cases of (T-interval prolengation in clinical studies;
causality has not been established. Pulmonary Disordors: There have been rare reports of acute diffuse
Infiltrative pulmonary disease of unknown etiology such as pneumonitis, interstitial pneumonta, lung infiltration
and Acute Respiratory Distress Syndrome (ARDS) in patients receiving VELCADE. Some of these events have been
fatal, A higher proportion of these events have been reported in Japan. In a clinical trial, the first two patients given
high-dose cytarabine (2 g/m? per day) by continuous infusion with daunorubicin and VELCADE for relapsed acute
myelogenous leukemia died of ARDS early in the course of therapy. There have been rare reports of puimonary
hypentension associated with VELCADE administration in the absence of lett heart failure or significant pulmonary
disease, in the event of new or worsening cardiopuimonary symptoms, & prompt comprehensive diagnostic
evaluation should be conducted, Reversible Posterior Loukoencephalopathy Syndrome {(RPLS): There have
been rare reports of RPLS in patients receiving VELCADE. RPLS is a rarg, reversible, neurplogical disorder which
can present with seizure, hypertension, headache, lethargy, confusion, blindness, and other visual and neurglogical
disturbances. Brain imaging, preferably MAI {Magnetic Resonance Imaging), is used to confirm the diagnosis.
In patients developing RPLS, discontinus VELCADE. The safety of reinitiating VELCADE therapy in patients
previously experiencing RPLS is not known. Gastrointestinal Adverse Events: VELCADE freatment can cause
nausea, diarrhea, constipation, and vomiting sometimes requiring usa of antiemetic and antidiarrheal medications.
Fluid and electrolyte replacement should be administered to prevent dehydration. Thrombocytopenia/
Neutropenia; VELCADE is associated with thrombocytopenia and neutropenia. Platelets and nedtrophils were
lowest at Day 11 of each cycle of VELCADE treatment and typically recovered to baseline by the next cycle. The
cyclical pattem of platelet and neutrophil decreases and recovery remained consistent over the & cycles of twice
wegkly dosing, and there was no evidence of cumulative thrombocytopenia or neutropenia. The mean platelet
count nadic measured was approximatety 40% of baseling. A baseline ptatetet count of 50,000/ was required
for study eligibility. The severity of thrombocytopenia was refated to pretreatment platelet count. In the phase 3
multiple myeloma study, the incidence of significant bieeding events {=Grade 3) was similar on both the VELCADE
{4%) and dexamethasone (5%) arms. Platelet counts should be monitored prior to each doss of VELCADE,
VELCADE therapy should be held when the platelet count is <25,000/mL and reinitiated at a reduced dose. Thers
have been reports of gasirointestinal and intracerebral hemorrhage in association with VELCADE. Transfusions
may be considered. The incidence of febrile neutropenia was <1%. Tumor Lysls Syndrome: Because VELCADE
I3 a cytotoxic agent and can rapidiy &ill malignant cells, the complications of tumor lysis syndrome may occur.
Patients at risk of tumor lysis syndrome are those with high tumor burden prior to treatment. These patients should
be monitored clasely and appropriate precautions taken. Hepatic Everrts: Rare cases of acute liver fatture have been
reported in patients receiving multiple concomitant medications and with serious underlying medical conditions.
Other reported hepatic events include increases in liver enzymes, hyperbllirubinemia, and hepatitis. Such changes
may be reversible upon discontinuation of VELCADE. There Is limited re-challenge information in these patients.
Patients with Hepatic impairment. Bortezomib is metabolized by liver enzymes and bortezomib's clearance may

decrease in patients with hepatic impairment, These patients should be closely monitored for toxicities whel
treated with VELCADE, Drug/Laboratory Test Interactions: Nong known.

DRUG INTERACTIONS:

No formal drug interaction studies have been conducted with VELCADE. Patients who are concomitantly recefvin
VELCADE and drugs that are inhibitors or inducers of cytochrome P450 3A4 should be closely monitored for efthe
toxicities or reduced efficacy. Bortezomib is a poor inhibitor of human liver microsome cytochrome P450 1AZ
209, 2D6, and 3A4, with ICy, values of >30 yM (>11.5 pg/mL), Bortezomib may inhibit 2C19 activity (ICs = 1
pM, 6.9 pg/mL) and increase exposure to drugs that are substrates for this enzyme. Bortezomib did rot induc
the activities of cytochrome P450 3A4 and 1A2 in primary cuftured human hepatocytes.

USE [N SPECIAL POPULATIONS:

Nursing Mothers: It is not known whether bortezomib is excreted in human milk. Because many drugs ar
excreted in human milk and because of the polential for serious adverse reactions in nursing infants fron
VELCADE, a decision should be made whether to discontinue nursing or to discontinue the drug, taking int
account the importance of the drug to the mother. Pediatric Use: The safety and effectiveness of VELCADI
in chilgren has not been established. Geratric Use: Of the 669 patients enrolled in the phase 3 multip!
myeloma study, 245 (37%) were 65 years of age or older: 125 {38%) on the VELCADE arm and 120 (36%) o
dexamethasone anm. Median time to progression and median duration of responsa for patients = 85 were longe
on VELCADE compared to dexamethasona [5.5 mo versus 4.3 mo, and 8.0 mo versus 4.9 mo, respectively]. 01
the VELCADE arm, 40% {n=46) of evaluable patients aged =65 experienced response (CR+PR) versus 189
(n=21) on the dexamethasone arm. The incidence of Grade 3 and 4 events was 64%, 78% and 75% for VELCADA
patients <50, 51-64 and =65 years old, respectively. No overall differences in safety or effectiveness wen
observed between patients >age 65 and younger patients receiving VELCADE; but greater sensitivity of som:
older individuals cannot be ruled out, Patients with Renal Impairment: The pharmacokinatics of VELCADE an
not influenced by the degree of renal impairment. Therefore, dosing adjustments are not necessary for patient
with renal Insufficiency. Since dialysis may reduce VELCADE concentrations, the drug should be administeres
after the dialysis procedure. Patients with Repatic Impairment: No pharmacokinetic studies were conductes
with bortezomib in patients with hepatic impairment. Patlents with Diabetes: During clinical trials, hypoghycem
and hyperglycemnia were reported in diabetic patients receiving oral hypoglycemics. Patients on oral antidiabeti
agents receiving VELCADE treatment may require close monitoring of their blood glucose levels and adjustmen
of the dose of their antidiabetic medication.

NONCLINICAL TOXICOLOGY:

Carcinogenesis, Mitagenesis, impairment of Fertility: Carcinogenicity studies have not been conductes
with bartezomib. Bortezomib showed clastogenic activity (structural chromosomal aberrations) in the in vitn
chromosomal aberration assay using Chinesa hamster ovary cells. Bortezomib was net genotoxic when tested I
the in vitro mutagenicity assay (Ames test) and in vivo micronucleuts assay in mice. Fertility studies with bortezomll
were not performed but evahuation of reproductive tissues has been performed in the general toxicity studies. &
the 6-month rat toxicity study, degenerativa effects in the ovary were observed at doses >0.3 mg/m? {ong-fourt
of the recommended clinical dose}, and degenerative changes in the testes occurred at 1.2 mg/m?. VELCADI
could have a potential effect on either male or female fertility. Animal Toxlcology: Cardiovascular Toxiclly
Studies in monkeys showed that administration of dosages approximately twice the recommended clinicz
dose resulted in heart rate elevations, followed by profound progressive hypotension, bradycardla, and death 1.
to 14 hours post doss. Doses = 1.2 mg/m? induced dose-proportional changes in cardiac parameters. Bortezomil
has been shown to distribute to most tissues in the body, including the myocardium. In a repeated dosing
toxicity study in the monkey, myocardial hemorrhage, inflammation, and necrosis were also observed. Chron
Administration: In animal studées at a dose and schedule similar to that recommended for patients (twice week
dosing for 2 weeks followed by 1-week res?), toxicities observed included severe anemia and thrombocytopeniz
and gastrointestinal, neurcliogical and fymphoid system toxicities. Neurotoxic effects of bortezomib in anims
studies included axonal swelling and degeneration in peripheral nerves, dorsal spinal roots, and tracts of th
spinal cord. Additionally, muttifocal hemorrhage and necrosis in tha brain, eye, and heart wera observed.

PATIENT COUNSELING INFORMATION:

Physicians are advised to discuss the patient information section with patients prior to treatment with VELCADE
Ability to Drive or Operate Machinery or Impairment of Mental Ability: VELCADE may cause fatlgue, dizziness
syncope, orthostatic/postural hypotension. Patients should be advised not o drive or operate machinery |
they experience these symptoms. Dehydratior/Hypotension: Since patients receiving VELCADE therapy ma
experience vomiting and/or diarrhea, patients should be advised regarding appropriate measures to avol
dehydration. Patients should be instructed to seek medical advice if they experience symptoms of dizziness, ligh
headedness or fainting spells.

INTEGRATED SAFETY DATA:

Safety data from phase 2 and 3 studies of single-agent VELCADE 1.3 mg/mt/dose twice weekly for 2 week
followed by a 10-day rest period in 1163 patients with previously treated multiple myeloma (N=1008} an
previously treated mantle cell lymphoma (N=155) were integrated and tabutated. In these studies, the safet
profile of VELCADE was similar in patients with muttiple myeloma and mantle cell lymphoma. In the integrater
analysis, the most commonly reported adverse events were asthenic conditions (including fatigus, malaise, an
weakness) (64%), nausea (55%), diarrhea (52%), constipation (41%), peripheral neuropathy NEC {includin
peripheral sensory neuropathy and peripheral neuropathy aggravated) (39%), thrombocytopenia and appetit
decreased {including anorexia) {each 36%), pyrexia (34%), vomiting (33%), and anemia (28%). Twenty percen
(20%) of patients experienced at least 1 episode of =Grade 4 toxicity, most commonly thrombocytopenia (5%
and neutropenia (3%). A total of 50% of patients experienced serious adverse events {SAES) during the studies
The most commonty reported SAEs included pneumonia (7%}, pyrexia (6%}, diarrhea (5%), vomiting (4%}, an
nausea, dehydration, dyspnea and thrombocytopenia (each 3%). Adverse events thought by the Investigator t
be drug-related and leading to discontinuation occurred in 22% of patients. The reasons for discontinuatio
included peripheral neuropathy (8%}, asthenic conditions (3%) and thrombocytopenia and diarrhea (each 2%). |
total, 2% of the patients died and the cause of death was considered by the investigator to be possibly relate:
to study drug: including reports of cardiac arrest, congestive heart failure, respiratory failure, renal faiture
pneumonla and sepsis. This integrated analysis does not include the phase 3, VELCADE plus DOXIL study.






